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ues appear Most horses
look good before a race."

Surviving the Fire
of Cross-Examination
An appraisal must stand the searching fire of cross-examination
by men of varied training and technical knowledge. If based on
incontrovertible facts, as An American Appraisal is, the fire of
examination will only case-harden its authority.
Because of twenty-nine years of exclusive valuation experience,
embracing 35,690 appraisals of 834 different types of properties,
American Appraisal Service assures a certainty of appraisal au
thority that fulfills the most exacting requirements.

The American Appraisal Company’s organization is so com
prehensive that it can, and does, assign to any client, large or small,
trained and experienced appraisers under executive supervision.
A recent assignment to one client comprised 85 men whose
American Appraisal experience totaled over 500 years.

A representative day’s work of The American Appraisal
Company involves 790 different properties in 119 lines of busi
ness for 413 concerns in 41 states, representing over $230,000,000
in property values.
Nootherorganizationintheworldhasasimilarvarietyandaccu
mulation of experience in all phases and fields of appraisal service.
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Frankly—
What is an Audit?
Can you as a business man answer that question ?
What plan does the accountant follow when he audits a set of books
and paints the picture of the business for its executives and owners?
The answer is found in

Audit Working Papers
Their Preparation and Content
A BOOK BY A FOREMOST ACCOUNTANT

J. Hugh Jackson
Now Professor of Accounting in the Graduate School of
Business Administration, Harvard University. Mr. Jackson has been associated with one of the leading accounting
firms of the country. The book is a practical treatise based
on continued access to the files and workshop of this great
accounting organization. It makes available to everyone
interested in accountancy the results of this firm’s experi
ence over a long period. It is a book that should be read by
every person interested in accounting. It is

INVALUABLE TO EVERY AUDITOR
AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION
135 Cedar Street, New York, N. Y.

Enclosed find....................... dollars for which you may send me postpaid............... copies of
“AUDIT WORKING PAPERS,” by J. Hugh Jackson. (Cloth $5.00; leather $7.50.)
The book is to be sent on 5 days’ approval. If not satisfactory it will be returned, and
money will be refunded.
NAME.................................................................................................................................................
(please print)
ADDRESS..........................................................................................................................................

CITY................................................................. STATE...................................................................
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Results—the Acid Test
Just as a man is measured by his deeds, so must a school be judged by the
accomplishments of its students. Results are the acid test of any ac
countancy training, and the fact that many Walton men have achieved
success is reasonable assurance that our training will be of help to you.
Whether you wish to win the C. P. A. degree, or enter executive account
ing work, you owe to yourself to select a course of proved dependability.

What Walton Training Has Accomplished
Five hundred and forty-five Walton students have passed the C. P. A.,
C. A. or American Institute examinations (students successful in both
C. P. A. and Institute examinations are counted only once), a record of
real distinction. Sixteen times since 1914 Walton students have won
medals for high honors in the semi-annual Illinois C. P. A. examination.
In competition with students from schools, colleges, and universities the
country over, Walton-trained men also received special distinction in
American Institute examinations in 1917, 1918, 1919, 1920, 1921, 1922,
1923 and 1924.

Our 176-Page Free Book Gives Further Facts
Let us send you further proof of the achievement of Walton students.
Our free catalogue, “The Walton Way to a Better Day,” tells of the many
Walton men who have become auditors, comptrollers, and executives in
large manufacturing and mercantile concerns, as well as members of
prominent accounting firms. Send for your copy of this interesting
book — today!

Day and Evening Classes and Correspondence Instruction
As day classes are started at frequent intervals it usually is possible for a day student
to begin at almost any time at the point in the course for which his previous education
and experience qualify him. Evening resident classes start in September and January.

Constructive Accounting — Advanced Accounting
Cost Accounting — Income Tax — Business Law

WALTONSCHOOL

Commerce
B. L. MARSH, Secretary
303-313 McCormick Building
Chicago

Check, sign and. mail to Walton School of Commerce, Chicago

Please send free copy of “The Walton Way to a Better Day” and information regarding □ Constructive Accounting
□ Advanced Accounting □ Cost Accounting □ Income Tax □ Business Law. I am interested in □ correspondence in
struction □ evening resident instruction □ day resident instruction.

Name.....................................................................................................................................................................................
Address..................................................................................................................................................................................
Street
City
State
J. of A. 8-25
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Can You Analyze
A Financial Statement?
THE BALANCE-SHEET
By

CHARLES B. COUCHMAN

Tells You How

In Preparing a Balance-sheet
One finds complete information regarding
— Headings, classifications and arrangements
— The proper accounts to portray each financial element
— Exactly what should, and what should not, be included in
each
— How each should be measured
so that the result will properly display the true financial facts
regarding the organization for which it is prepared; and

In Analyzing a Balance-sheet
One may readily find an explanation of each item appearing
therein and the interpretation that should apply to each group
in the statement and to each account within a group.
CLOTH BOUND — PRICE $3.00

THE JOURNAL OF ACCOUNTANCY, Incorporated
135 Cedar Street, New York
THE JOURNAL OF ACCOUNTANCY, Inc.,
135 Cedar Street, New York, N. Y.

Enclosed find...................... dollars for which you may send me postpaid.................... copies
of THE BALANCE-SHEET, by Charles B. Couchman.
The book is to be sent on 5 days’ approval. If not satisfactory it will be returned, and
money will be refunded.

NAME........................................................................ ........................................................................
(Please print)
ADDRESS..........................................................................................................................................
CITY................................................................... STATE.................................................................
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The Post-Graduate
School of Accountancy

C. P. A. ACCOUNTING
Theory, Auditing and Problems
by

Founded in 1912

George Hillis Newlove, Ph.D., C.P.A.

OFFERS

Associate in Accounting, Johns Hopkins University

Resident Course
in preparation for the New York State C. P. A.
examination of January, 1926; this course will
begin on Monday, September 28, 1925, and
extend to January 20, 1926. There will be
three evening sessions of three hours each
per week.

A digest of problems and questions given
in 335 C. P. A. examinations by account
ancy boards in 44 states.
Volumes I and II

Contain 264 problems and 2,553 questions,
classified in related groups, with lectures
authenticated by 7,579 specific page refer
ences to recognized accounting authorities.
Volume III

Correspondence Course
in preparation for the November, 1925, exami
nation begins at your convenience but should
preferably be started on or about July 15,1925.
Apply for descriptive pamphlet,
terms, etc., to

PAUL-JOSEPH ESQUERRE, C.P.A.
20 Vesey Street, New York City
Tel. Whitehall 6616

Contains solutions and time allowances to all
problems in Volumes I and II. Available
either as a single sewed volume, or as two
post-binder volumes.
PRICES
The Set
...................................... $15.00
Volume I and Solutions............ 7.50
Volume II and Solutions.......... 7.50
Single Volumes............................ 5.00
Shipped Postpaid on Five Days’ Approval

THE WHITE PRESS COMPANY, Inc.
Departmental Bank Bldg., Washington, D. C.

A FULL cross-referenced

INDEX to every official
authority on federal income
taxes — locates instantly Laws,
Regulations, Rulings, T. D.’s,
Court Cases, and Decisions of
Board of Tax Appeals.
Small initial cost — nominal for upkeep.
Responsible accountants in every state are
subscribers.

Income Tax Index Service, Inc.
9-15 Clinton Street
Newark
New Jersey

Guild
Checking and Office

Pencils
These mechanical pencils, made of black
rubber and white metal, with top colored to
indicate hues of leads, come in
Black — Red — Blue — Green — Yellow.

BACK NUMBERS
WANTED
February, 1906
April, 1906
May, 1906
January, 1907
February, 1907

November, 1910
January, 1911
April, 1911
March, 1923
March, 1925

THE JOURNAL OF ACCOUNTANCY
Incorporated

135 Cedar Street

NEW YORK, N. Y.

Thin Leads, for replenishing, may be bought
in all five colors. You will find these pencils
an added convenience for checking, editing or
for general use.

Price $1.25 each
Extra Leads Black 15c
Colors 25c box of 12 Leads

John Ward & Son
Printers and Stationers
115 Cedar Street
112 Liberty Street
New York
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Are You Going to Be Among Those
Present at the Next C. P. A.
Examinations ?
OUR ORIGINAL ACCOUNTING

Tri-Service
WILL PROVE A SERVICE TO HELP YOU
The best thought and technique of more than thirty years’
accounting experience put within your reach.
Seventy-two (72) C. P. A. Problems (N. Y.) with complete
answer-arguments presented with accounting finesse,
accompanied by analyses, criticisms, comments, alterna
tive methods of treatment, etc.
One hundred-eighty (180) answer-arguments to C. P. A.
questions In Theory of Accounts, embracing financial and
cost accounts, giving pro-forma accounting expositions,
entries and ledger accounts, all of great value to students.
One hundred-eighty (180) answer-arguments to C. P. A.
questions in Auditing, giving valuable type-situations In
detailed processes of auditing, with instructions, recom
mendations, and practical suggestions, etc.
One hundred-eighty (180) answer-arguments to C. P. A.
questions in Commercial Law, giving quotations from
accepted legal authorities; practical everyday hints on
legal relationships in business, etc.
Accounting Extension Service consists of Fortnightly in
formational and Efficiency-Building Research Bulletins;
Expert Consultation Service, etc.
Send for our 72-page booklet, entitled "A Service to Help
You”; which, besides making you familiar with all
branches of the service, gives many valuable business
hints and suggestions. Write now.

THE TRI-SERVICE ACCOUNTING CORPORATION
1135 Broadway

Dept. 16

C.P.A.EXAMINATIONSREVIEW
THE HIGHEST RATING
awarded by the Board of Examiners in
the May, 1925, Institute examinations
was received by one of our students. The
award was made under the Elijah W.
Sells scholarship fund.
The next examinations for the State of New Jersey
and for admission to the Institute will be held in
November, 1925.
The lectures in preparation for these examinations
will be given at the Engineering Building, 25-33 West
39th Street, New York, and will begin on

Monday, September 21, 1925
Preparation for these examinations and for those of
other states may be obtained by

CORRESPONDENCE
covering a period of sixteen weeks
Complete information may be obtained by applying

to

C. P. A. Examinations Review
Fisk Building
Broadway at Fifty-seventh Street
New York City
C. P. A. EXAMINATIONS REVIEW
conducted by
Henry L. Seidman, B.C.S., LL.B., C.P.A., (N.Y.)
and
Jacob Bennett, B.C.S., C.P.A., (N.Y.)

New York

American Institute of Accountants

Annual Meeting
The annual meeting of the American Institute of Accountants
will take place Tuesday and Wednesday, September 15th and
16th, 1925. The regular meetings of Council will be held on the
14th and 17th.
All meetings will take place at the Washington Hotel, Wash
ington, D. C.

Persons interested in accountancy are invited to attend the
open sessions of the general meeting on the 15th and 16th.

Inquiries may be addressed to the chairman of the committee
on meetings, Alfred Marvin Pullen, 506 Atlantic Life Building,
Richmond, Virginia, or to the offices of the Institute, 135
Cedar Street, New York, N. Y.
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Nine o’clock inthe morning.
Your client with ElliottFisher machines can have
before him a barometer of
his business, up to the even
ing of the previous day —
and know that the figures
are correct.

Between Audits
does your client have
“safety in numbers”?
T’S a long time between audits — your
client has daily decisions to make.
A sudden drop in sales — a growing
inventory — an active competitor — these
are typical things about which your client
worries every day. To make intelligent
decisions he needs figures on sales, inven
tories, and costs — each day — figures that
he can bank on.
There is a way in which your client can
have each day all the vital facts about his
business — have them within twenty-four
hours — and know they are correct. It is
a method used more and more by business
executives as the basis of decisions between
audits. It is the use of Elliott-Fisher ma
chines to furnish daily, accurate information.
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With Elliott-Fisher your client can have
a complete report of sales, purchases, in
ventories, costs to date, on his desk at
nine every morning. More important, he
can know that the figures are correct—
that he has safety in numbers — because
Elliott-Fisher catches mistakes the mo
ment they are made.
Clients who can profit from ElliottFisher will thank you for telling them
about it. We have prepared a number of
interesting booklets on machine account
ing. They tell how Elliott-Fisher machines
are being used in different branches of
industry. We shall be glad to send you
these booklets for your files if you will
write us.

Service and Supplies are second only in importance to machines. You can depend absolutely on E-F Service and EFCO Supplies

Elliott-Fisher Company, 342 Madison Avenue, New York

Elliott - Fisher
ACCOUNTING

MACHINES

with the

FLATWRITING

When writing to advertisers kindly mention The Journal of Accountancy

SURFACE

VIII

THE JOURNAL OF ACCOUNTANCY

Burroughs
Durability

Material that cannot be ex
celled, processes that cannot be
bettered, workmanship that
cannot be surpassed—all these
have built into every Burroughs
machine that quality which
insures accuracy and durability.
BURROUGHS ADDING MACHINE COMPANY
DETROIT, MICHIGAN

ADDING ♦ BOOKKEEPING • CALCULATING

AND

BILLING

MACHINES
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Audits of Accounts of Fire-Insurance Companies*
By Felix Hebert
No man, whether skilled or unskilled, undertakes that the task he
assumes shall be performed successfully, and without fault or error.
He undertakes for good faith and integrity, but not infallibility,
and he is liable to his employer for negligence, bad faith, or dis*
honesty, but not for losses consequent upon mere error of judgment.

While the above quotation from Cooley’s Torts may and
probably does state the law applicable to auditors generally, yet
if the auditor of an insurance company whose business is country
wide fail to seek out and correct errors that are to be found in its
accounts, he may not suffer the penalities provided by law, but
I can assure him that he will have visited upon him the criticisms
and in some instances the execrations of some fifty varieties of
insurance department employees from actuaries down to ordi
nary clerks.
In any discussion of this subject, we must not lose sight of the
fact that insurance is the subject of supervision, not only so far
as assets and liabilities are concerned, but also in respect of the
character of undertakings, the nature of contracts, the risks
assumed and the precise manner of conducting the minutest
details of the business.
Nature of Accounts

As practically every detail of an insurance company’s business
may be subjected to official scrutiny, it is well to have some
knowledge of the requirements of law in the several states where
it is admitted to transact business and of the information required
of it in its annual statements or reports. Whatever of resentment
may be aroused in the minds of the insurance-company officials
against the peremptory demands for the furnishing of data
*An address before the Accountants’ Club of Southern New England, at Providence, Rhode
Island.
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concerning their business, we must not lose sight of the fact that
such requirements must be met if such companies are to continue
to transact their business. Therefore, it is the part of wisdom
for insurance companies so to arrange their books and accounts
that the desired information shall be readily available. Such a
course not only meets with favor from the examiners who are
called upon periodically to look over the affairs of companies,
but will, I am convinced after some twenty years of experience
both in a supervisory capacity and as an auditor of insurance
accounts, generally produce results satisfactory from an account
ing standpoint.
Seemingly, every insurance company has a different system of
accounting, but the annual statement blank prescribed by the
National Convention of Insurance Commissioners has had a
considerable influence on the more recent systems installed and
gradually, in the older companies, the accounts are being modified
to meet the requirements of that blank.
As in every other kind of audit, the auditor of insurance
accounts should familiarize himself with the system in use in the
company’s office. He should know the processes by which trans
actions become a part of the records of the company, the books
that are in use and their purposes. It is presumed that the
auditor will carry on his work without undue interference with
the regular routine of the office and without taking up the time
of clerks and officials unnecessarily. He should therefore know
where books and records and accounts may be found. He should
abstain, as far as possible, from calling upon officials or others
for explanations of trivial matters, but if he feels that such matters
demand an explanation he should await a favorable opportunity
to approach his prospective informant, preferably making less
important questions the subject of a part of an interview upon a
more weighty topic.

Scope

of this

Discussion

In my discussion of this subject, I shall proceed, as logically as
I am able, to tell of the different steps which I usually follow in
verifying a company’s accounts, always having in mind the
several items appearing in the annual statement blank pre
scribed by the insurance departments of the several states and
the requirements thereof, but omitting items of minor conse

quence.
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I shall explain my method of verifying the receipts and dis
bursements, and the assets and liabilities, and of applying test
checks where a complete verification would appear to be without
the scope of the usual audit.
It must be borne in mind that fire-insurance companies differ
in some respects and that they transact their business on different
plans. There are stock companies, or those having capital stock,
managed and controlled by the stockholders, and mutual com
panies, operated and managed by the policy holders. Again,
there are the so-called “non-agency” companies, that is, those
companies which employ no agents and pay no commissions for
securing their business, and those which secure their business
almost entirely from agents, usually on a commission basis. In
the audit of an “agency company” the element of agents’
balances and their daily and monthly reports must be taken into
account. In the “non-agency” companies the policies are all
written at the home offices so that the process of verification of
these different classes must be varied somewhat and this I will
explain as the divergence appears in the course of discussion of
the items of the statement.

Annual Statement Blank
The underlying principle of the annual statement blank is
that if the excess of receipts over disbursements in any given
year be added to the assets at the beginning of the year, the sum
will equal the assets at the end thereof.
In my discussion of the requirements of the statement blank I
will explain the processes, taking up the items in the order in
which they appear under various heads. I am led to this course,
first, because the accounts of insurance companies usually lend
themselves most readily thereto, and second, because my early
training and experience have been such as to enable me to ex
plain more clearly if not more concisely, the accounts and meth
ods and practices of fire-insurance companies from that viewpoint.
Premiums, of course, are the principal item of income. In
“non-agency” companies, of which there are several in Rhode
Island, notably the so-called “factory mutuals”, the most exact
and perhaps the most satisfactory way is to check every premium
from the policy copy books into the policy registers and verify
the totals. Another check may be had by adding to the total
outstanding or unpaid premiums at the beginning of any month,
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the total writings as shown on the face of the policy registers for
that period, and deducting the cash received for premiums as
shown in the cashbook. The difference should equal the unpaid
premiums at the close of the month so verified, and thus prove the
total writings. This process may be repeated for every month
of the year, or it may be applied for the entire writings of the
year.
In “agency” companies, where practically all the business is
transacted through agents, the business is reported to the home
office on what are commonly known as “daily reports”. These
reports, as they are received, are entered upon policy registers,
usually by states and agencies, arranged alphabetically. The
policy register should show the policy number, renewal number,
name of agency, name of insured and location, the commence
ment and termination of the risk, the term, rate, the amount of
insurance and the premium.
There is a wide variation in the methods followed in the several
offices and the accountant should familiarize himself with the
practice of the office whose accounts he is called upon to audit.
At the close of each month the amount of business transacted
in each agency is summed up and carried to the record sheets and
the total of such sheets is in turn posted to the premium account
in the ledger.
At the close of each month, every agent is required to send his
account to the home office. This is known as an account current,
or monthly account, and is posted to what is commonly known
as the agents’ ledger.
It will be apparent that the total premiums entered upon the
policy registers for a given period (after certain adjustments are
made for policies written by the agents at the end of a given
month but a report of which does not reach the home office
until after the close thereof) will equal the total writings as reported
by the agents.
Obviously, in a large company where many thousands of poli
cies are written each month, it is not expected that every premium
shall be checked by the auditor. I have found that a very good
method is to take some of the larger agencies and to check thor
oughly all of their writings for some given month, but taking the
reports of each agency for a different month, endeavoring as far
as possible to have a check of some one agency for each month of
the period covered by the audit.
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As in the case of the “non-agency” companies, a further check
of this item may be secured by adding to the unpaid premiums at
the beginning of a given period all premiums written during that
period, and deducting therefrom the cash receipts credited to the
item on the cashbook during that time. The difference should
equal the unpaid premiums at the close of the period and thus
prove that the total writings are correctly accounted for.
Cancellations.—Up to this point, no account has been taken of
premiums which have been canceled by the agents through whose
offices they were originally written, or by the company itself.
Where return premiums are paid by such agents, which is usually
the case, the total thereof may be verified from the monthly ac
counts. Then, too, every cancellation is immediately reported
by the agent to the home office of the company and that fact is
noted on the policy register in the account of the agent either
in red or upon a separate sheet of a different colored paper. The
totals of such cancellations so reported are of course to be de
ducted from the gross premiums written for we must bear in mind
that, in a verification of the item of premiums, we are constantly
charging the management with all writings and placing upon them
the obligation of accounting for them. We must, therefore, give
them credit for all cancellations, since they involve the return of
the whole or some part of their writings. I say the whole or
some part of the writings because there are two kinds of cancel
lations, viz., those where policies are canceled from date of issue,
in which case the whole premium is returned or credited, and
those where policies have been in force for some time and are
then canceled, in which case only a part, that is, the unearned
portion of the premium is returned.
Reinsurance.—Reinsurance is the process of ceding to another
company of the whole or some part of the risk assumed. It is
done in various ways. The more common is by way of what is
known as a reinsurance agreement, whereby usually some fixed
percentage of all risks of a certain class are automatically assumed
by the reinsuring company. Another practice is to secure from
some company a policy reinsuring some part of a particular risk.
In either case, the auditor must ascertain the total of the pre
miums ceded in this way. In an isolated case, he may ask to
be shown the policy covering the reinsurance and thus verify the
amount of credit which the company which is being audited shall
have. If under a contract for automatic reinsurance, then he
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should verify the entries which are made from time to time as
reinsurance is effected upon what are known as “bordereaux
sheets”. Again, all items of reinsurance are usually entered in
the policy register under the head of the agency which originally
issued the policy so that a verification of the total credits in that
agent’s account will enable us to arrive at the aggregate of net
premiums written during the period of the verification and the
total of reinsurance effected.
Having ascertained the total premiums written, we then deduct
from that total, on the income side of the statement, the sum of all
premiums canceled and reinsured, and the result gives us the net
premiums for which the managementof thecompanymust account.
Income from Investments, of course, will be found on the debit
side of the cashbook. The auditor should secure from outside
sources the rate of dividend paid upon the stocks listed in the
company’s assets during the period of the audit and the date
when any dividends are declared. He should also learn the
interest collectible upon bonds and other investments of the
company, and with this information he may readily ascertain if
all revenue from these sources has been properly accounted for.
In the annual statement blank prescribed by the insurance
departments, allowance is made from income under this head for
disbursements on account of accrued interest on securities pur
chased. The original vouchers on file in the company’s office
will reveal the total of such disbursements and of course the pur
chases made during the period will appear on record on the credit
side of the cashbook, so that an absolute check of this particular
item can be had.
Other Income.—The annual statement blank to which I have
referred is so designed that in order to secure a total of income
which, added to assets at the beginning of the period, less dis
bursements, will equal the ledger assets at the end of the period,
all income must be entered under that head. So, in case a com
pany disposes of any of its ledger assets, that is, its securities or
property, which form a part of such assets, and realizes a profit
from such sale, the amount of such profit is to be entered in
income. Again, if a company mark up any of its property or
securities, or in other words, increase the book value of any of its
property which is a part of its ledger assets, the amount of such
increase must likewise appear. It therefore becomes necessary
in the course of an audit to ascertain what, if any, sales have been
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effected during the period covered, the book value of the thing
sold at the time it is disposed of and the price at which it is sold.
The excess of the sale price over its book value at the date of its
sale is then to be carried under the head of income. On the other
hand, if a loss results from such sale, the difference must appear
in disbursements under the proper heading. Similarly, if the
company increase the book value of any of its property during
the period, the amount of such increase must appear in income.
Such an item is of course easy of verification.
The item in the statement blank relating to profits from sales
or maturity of ledger assets is entitled “profit on sale or maturity
of ledger assets”; that for reporting increases in book values, or
where assets are marked up is entitled “increase by adjustment
in book values of ledger assets.” Each item has subheads for
(a) bonds, (b) stocks, (c) real estate, etc.
Having added to the above-mentioned items the income from
all other sources, we now have the total for which the management
must account, and we then proceed to verify the disbursements.

Disbursements
Losses.—It is a common rule among insurance company exam
iners and auditors, that every item of disbursements should be
proved. It is a good rule to which to adhere. Bills, cheques,
vouchers and other documents are available. They should be
examined carefully. The item of losses is the most important on
the disbursement side of the company’s statement, and it follows
that a corresponding amount of care should be exercised in its
verification. As a rule the company records concerning this item
are complete and are carefully kept. They usually consist of a
loss register and loss files. The loss register gives the claim
number, the policy number, the name of the insured, the date of
the fire, the amount of the policy, the estimated loss and, when
adjusted, the amount of the loss as adjusted, the amount paid,
and the date of payment. As losses are paid, proper entries are
made on the credit side of the cashbook, with sufficient details to
enable one to trace the item back to the loss register.
Perhaps the most expeditious and at the same time the most
satisfactory method of checking loss payments is to take the files
of paid losses and to check items therewith into the loss register,
comparing the amounts with the vouchers. I might add that in
most cases at the present time losses are paid by draft, and the
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evidence of payment is usually found among the loss papers in
the files. Having checked all drafts found in the paid files, with
the entries in the loss register, it then becomes necessary to add
the several items so checked, and a comparison of these with the
totals in the cashbook will show whether all disbursements are
properly accounted for or not. Naturally the question may be
asked, “Why not check the vouchers for loss payments with
entries corresponding thereto in the cashbook?” The best
explanation is that the entries in the loss book are the original
entries of these transactions, and then again, having checked the
entries in the loss register to show the losses that have been paid,
it is simple to verify unpaid losses at any given time by adding
together all the outstanding losses or those which have not been
checked in the process above outlined. Incurred losses are not a
ledger liability. That is, as losses are reported to an insurance
company, they are entered up in numerical order on a loss register,
but the items appearing on the loss register never become a part
of the entries in the company’s ledger except as they are paid,
and then the payments are posted from cashbook entries to the
loss account in the ledger; but the loss account on the ledger is
merely a record of the disbursements on account of losses and
does not include the losses incurred and unpaid. The information
secured by this check of the loss register is available to us then for
arriving at the amounts of losses remaining unpaid which are to
be carried under the head of liabilities in the statement. In some
companies a “loss paid register” is kept, and to that book are
carried each month all losses that have been settled during that
period, but this is rather unusual, and as a rule the procedure
above outlined is the one to be followed in verifying the payments
on account of losses.
Commissions to Agents.—The commissions paid to agents for
securing the business of the company are not uniform. Therefore
no fixed rule can be laid down for the verification of this item. It
can be checked, however, by reference to the monthly accounts of
the agents. Records are available to show the rate of commission
agreed upon between the company and any given agent on every
class of business. Having ascertained this information, the audi
tor may then refer to that agent’s monthly accounts, which he has
already verified in arriving at the amount of premiums written,
and proceed to check up commissions which the agent has claimed
from the company in his statements to it. If it be incumbent
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upon the auditor to verify the total commissions paid over a given
period, that process must be gone through with every agent. As
this involves a great deal of detail work, it is not customary to
make a seriatim check, but rather to rely upon the results secured
in checking a number of the larger agencies of the company, or by
taking accounts at random from the files and checking those as to
their accuracy.
Salaries.—As a rule, companies secure from their officers and
employees vouchers for salary payments. These vary in form.
In some instances a salary-receipt book containing one page for
receipts of all payments to a given employee for a year is used,
while in others separate vouchers are required. In any event the
sum total of the vouchers on file should of course equal the pay
ments on account of this item. However, it is well that the audi
tor should know the rate of compensation of the employees so
that he may be certain that no over-payments have been made
and, if he finds that this has been done, to require a satisfactory
explanation. Therefore the action of the board of directors in
reference to salaries should be scrutinized from the records, and
if there be any employees whose salaries are left in the discretion
of the officers of the company, the auditor may require of the
president or other officer a list of the employees and the salary
paid to each.
Other Disbursements.—Little further need be said regarding the
other items of disbursements commonly found in the accounts of
insurance companies. There are taxes, office rent and office
expenses, all of which may be proved with vouchers which the
companies are usually careful to have on file. Of late years the
practice has grown up in some insurance offices of relying upon
the use of voucher cheques, for the reason that in many instances
experience has shown that some concerns neglect to return bills
properly receipted, and much inconvenience may be involved in
securing proper vouchers. The use of voucher cheques is recom
mended by insurance departments, and where that practice is
adhered to, it is an easy matter to verify these miscellaneous
items of disbursements.
I referred under the head of income to profits realized from
the sale of ledger assets of the company. Under the form of
statement blank that is used, and upon which I am basing my
analysis of insurance accounts, there must be a corresponding
item to take care of losses sustained in similar transactions, and
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so one will find in the disbursement page of the statement blank
an item reading "loss on sale or maturity of ledger assets.” The
amount to be entered opposite this item represents the difference
between the value of the property on the books of the company at
the time of its sale, less the price realized from the sale, or the
loss. In order to arrive at this figure, it is necessary to ascertain
from cashbook entries all items representing sales, usually of
securities, of which a list should be prepared. Then by reference
to the ledger cards or other records one should ascertain the book
value of the items sold, and place this in a column parallel with
one showing the sale price. Adding the two columns and de
ducting one from the other will give the result sought. Care
should be taken, however, in the preparation of this schedule,
so that items of securities sold at a profit may not be included
here, because the corresponding item in income would then be
erroneous, as it would not show the total profits realized; also,
this item in disbursements would not be correct because it would
not state correctly the exact amount of loss. In other words,
gross profits from sales of assets should appear in income, and
gross losses should appear in disbursements.
You will find on the disbursement side of the statement another
item entitled "decrease by adjustment in book value of ledger
assets”. Opposite this item should be another of amounts
charged off from book values of the property of the company,
whether of investments or of furniture and fixtures or of real
estate, or any other of its resources that are a ledger asset. These
decreases will be found entered on individual ledger cards of the
items of investments, or in the absence of these, in the ledger
accounts.
Having gone through the whole list of disbursements, the sum
of these, deducted from the income as previously ascertained, plus
the total of the ledger assets at the beginning of the period, should
give us the amount of the ledger assets at the end of the period.

Ledger Assets
It will be found that the main items of resources of fire-in
surance companies consist of real estate, bonds and stocks, cash
on hand and in banks and unpaid premiums. These I shall treat
in the order in which they are noted above.
Real Estate.—It is the custom among insurance-department
examiners to look carefully into the item real estate in assets of
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companies. Title deeds are examined, and in some instances the
real-estate records of the town or city where the property is
located are searched. Moreover, in the course of some examina
tions appraisers are appointed by the department to place a
valuation upon the property. In the course of an audit, however,
none of these steps is deemed necessary. They are never taken
unless at the specific instance of the management of the company.
It is assumed for the purposes of an audit that the value of the
real estate as it is carried on the books of the company is correct,
but in the auditor’s report care should be taken to make it clear
that no valuation has been had nor has any examination been
made of the deeds or of the records.
Bonds and Stocks.—Most company officials require that the
auditor check the items of bonds and stocks, and that he certify
that this has been done. The usual practice is for the auditor to
go to the safe-deposit vaults in company with the audit committee
previously appointed, and together examine and check all securi
ties found there. Before proceeding to the checking of the
securities, I cause a list to be prepared showing the several items
thereof as they appear on the books of the company, with one
column showing their par value, and another column showing
their book value. In the case of stocks, there is an additional
column showing the number of shares owned. Having found all
of the items appearing on my list, I then compare the total of the
column of book values with the like total in the company’s accounts.
There are some very clear and simple methods of verifying the
accuracy of this account, among them the following: Ascertain
the aggregate book value of the bonds and stocks owned by the
company at the beginning of the period; to this add total pur
chases made during the year at cost. From this sum deduct the
amount realized from the sales of securities, plus any loss sustained
from such sales and minus any profit derived. Next, deduct all
decreases from book values effected during the period and add all
increases to such book values. The result should be the aggre
gate book value at the close of the period. In these various steps
it will be found that reliance can be placed upon items under the
headings of receipts and disbursements already verified. In the
back part of the statement blank is to be found a number of
schedules, among them one for the listing of bonds and stocks.
This is known as schedule D. It is divided into four parts:
part I, showing all bonds owned by the company at the close of
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the year; part II, all stocks owned by the company at the close
of the year; part III, all bonds and stocks acquired during the
current year, and part IV, all bonds and stocks disposed of during
the year. These schedules give the book value, the par value
and the market value. Also they contain data for obtaining veri
fication of the prices at which securities are purchased and sold.
It is on the basis of the information contained in these schedules
that the formula above outlined is made up.
Deposits in Bank.—My practice is to verify all bank balances
month by month with the original statements furnished the
companies by the banks, and with the canceled cheques, and to
reconcile the company balances with those credited by the banks
in the usual way. I require a certificate from the bank of deposit
showing its balance at the close of the period covered by the audit,
and this balance is then reconciled with the company’s balance.
In the verification of the item of cash, it is the practice among
many auditors and likewise among insurance department ex
aminers, to count the cash upon entering the office. My practice
has always been to defer this verification until the other items of
assets have been verified, and if I happen to do this at a time
subsequent to the date when I wish to ascertain the cash balance
on hand, I merely check back through receipts and disbursements
until I prove that the balance on hand as reported at the date on
which I wish it verified, plus accretions thereto, less disburse
ments therefrom, gives the balance at the time of verification.
This procedure is not claimed to be of any particular advantage
over other methods, but it does proceed in a different way from
that followed in making up the accounts, and that course is to be
followed in an audit in every instance where possible. As a rule,
however, in fire-insurance companies this is a minor item, as most
of the funds are deposited in banks and are subject to disburse
ment by cheque. In fact in some companies not one cent is dis
bursed otherwise than by cheque, and in my experience I have
found this to be a salutary rule which I never hesitate to recom
mend wherever it is possible to put it into effect.
Unpaid Premiums.—For a verification of unpaid premiums we
can have recourse, in the case of "agency” companies, to the
monthly reports of the agents, either checking all reports for the
period of the audit and summarizing all commissions that are un
paid upon the business so reported, or we may limit our investi
gation to applying test checks, choosing for the purpose some few
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agencies scattered about the country, or picking them out at
random from the report files.
It must be remembered that the whole structure of insurance
is based upon the law of averages, and the theory is that as the
law of averages works out in the management of the business of
insurance, so as a rule it will be found to work out in the verifi
cation of their accounts. At any rate such is the theory, but like
the artist who, when asked how he mixed his paints replied
that he mixed them with brains, the auditor should, in his appli
cation of such checks, be ever mindful of the fact that the quality
of his work will always be improved by such a mixture. It is a
business involving almost endless detail. It requires the making
of many thousands of entries of various kinds; the keeping of
many data; the preparation of schedules, and the making of
many calculations. All these steps are necessary, not only for the
information of the officials of the company to enable them to
know as nearly as possible the state of their business and how
best to construct their rates for insurance, but also to comply
with the requirements of the laws of the several states and of
their insurance departments. To go into every detail of these
records would be a considerable task, and would require the serv
ices of a large force of auditors to be constantly available. This
would not only entail great expense, but would interfere in some
measure with the ordinary work of the company’s office, because
records and books of account would at some time or other be
always under scrutiny of some one of the auditors. Therefore
it has been the common practice, both among department exam
iners and company auditors, to resort to this rule of applying
test checks and basing findings upon the law of averages.
In ascertaining the total premiums unpaid at a given period,
we have, however, a rather definite starting point. Adding to the
premiums unpaid at the beginning of the period the total premi
ums written during that time as shown in the policy registers,
which we have already verified, and deducting from that sum the
cash received on this account, as shown by cashbook entries and
as verified by reference to the monthly accounts of the agents,
we should have as the difference the premiums unpaid at the
close of the period.
In non-agency companies, the item of unpaid premiums can be
absolutely determined, because all policies are written at the
home office, and all premiums are received there, so that missing
agents’ accounts do not interfere with the work. The policy
93

The Journal of Accountancy

registers, the items of which have all been verified by the auditor
in the course of his work, will show opposite each item therein
the date when premiums have been paid, so that if we proceed to
examine those registers and list the premiums which are not
marked as having been paid, or have been paid subsequent to the
last day of the period covered by the audit, the sum of these will
be the amount necessary to make up our balance of ledger assets.
To prove this in another way, add to the premiums written during
the period those that were unpaid at the beginning thereof, and
deduct from the sum the entries appearing in the cash book and
representing premium payments during the same time. The
difference will produce the like result.
The above item of assets, together with such other miscellaneous
items, though perhaps of a minor nature, as may be found on the
face of the ledger, when added together, should equal the balance
remaining after disbursements are deducted from the sum of
the ledger assets at the beginning of the period plus the income
as ascertained. If this be not the result, then the fault is in the
auditor or the accounts are incorrect.

Non-Ledger Assets
In addition to the assets referred to above, the statement blank
shows certain items of assets under the heading “non-ledger as
sets.” Among these may be mentioned interest due and accrued
on bonds and stocks and on mortgages and collateral loans; also
the excess of market value of securites owned by the company
over the values as they are carried upon its books. While the
auditor is usually not called upon to verify any of these items, he
may be asked for the information, inasmuch as it is required by
the supervising officials in the various insurance departments, and
therefore he should be prepared to ascertain proper answers to
those questions, and in fact it is well that in the preparation of
his report he should include such answers in his statement.
The various items of interest due and accrued may be calcu
lated from information appearing upon the schedules to which I
have referred. These schedules will show, among other things,
the rate of interest or dividend on bonds or stocks and when
payable, so that in order to arrive at the amount of interest due
or accrued upon any given item of securities, it is necessary only
to apply that rate of interest or dividend to the par value of the
security for the period of time which has elap
sed since the last
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interest payment, up to the last day of the period covered by the
audit.
In arriving at the excess of the market value of bonds and
stocks over their book value, the auditor has an infallible guide.
The market values of all securities owned by the insurance com
panies at the close of each year are fixed by a committee of the
National Convention of Insurance Commissioners, and in arriving
at the surplus of an insurance company, no other values are
recognized. Therefore, this gives us a definite starting point,
so that the aggregate of the values on this basis, minus the
aggregate values appearing on the books of a company, is the
answer to this question in the financial statement, provided, of
course, that these market values are the greater.

Non-Admitted Assets
The department statement blank also contains a provision for
listing those assets which are disallowed, either by law in some
states, or by rulings of the insurance commissioners in others.
They appear under the head “non-admitted assets”. They
consist in the main of unpaid premiums written more than three
months prior to the date of the statement, excess of book value of
securities over their market value, and other items which need no
extended comment.
We have seen that under the head of non-ledger assets, de
partments allow a credit to companies for the excess of the market
value of securities over their book value. Under the present
heading, they disallow the excess of the book value of companies’
securities over their market value as fixed in the manner herein
before outlined. I realize that these items of non-ledger assets
and non-admitted assets are not book assets, and yet insurance
companies have to deal with them in the preparation of their
annual statements. Those statements must be sworn to, and it
behooves the auditor of insurance accounts to see that the items
appearing therein are correct. Moreover, they are the basis of
calculating the company’s surplus fund, as it appears in the
financial reports which are usually published for advertising pur
poses, as well as in official publications. Therefore, it is the duty
of the auditor of an insurance company to continue his investi
gation so as to include this part of the company’s report.
Having taken into account all items of receipts and disburse
ments, if the work has been correctly done and the books are in
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balance, then the ledger assets which we have listed under the
proper head, plus those items just referred to, and minus those
that are disallowed, will give what in the statement are termed
"admitted assets’’.
We next proceed to the verification of the company’s liabilities.
Liabilities

Losses.—From the unpaid-loss register, or from the loss register
proper, if there be no such thing as an unpaid-loss register, or
from the unpaid-loss files, the amount of unpaid losses as of the
date of the audit is to be determined. We have already seen in
our discussion of the item of losses paid, under the head of dis
bursements, that a check has been made of this register to ascer
tain the amount actually disbursed on this account during the
period covered by the audit, and it was there noted that the un
checked items appearing in that record would give us the amount
of the unpaid losses for the purpose of computing the liabilities
of the company. The total sum of the losses entered in the loss
register, and unchecked with vouchers supporting payments,
will give us the gross outstanding or unpaid losses, but there is an
element which we have not discussed up to the present time,
either under this head or under the head of disbursements in our
treatment of losses, which I now desire to call to attention. That
is the outstanding reinsurance on risks where losses have occurred.
It must be clear that where a company assumes a risk of, say,
$10,000, and reinsures fifty per cent. of it, for which it pays to
the reinsuring company fifty per cent. of the premium, if a loss
accrue thereon, whatever it may be, the reinsuring company is
liable and must answer to the ceding company for fifty per cent.
of it; and so in an estimate of this item it is necessary to ascertain
just what risks have been reinsured in order that one may make
proper deduction from the gross losses to ascertain the exact
amount that must be set up as a liability against the company
which is being audited. Of course, if the loss has already been
paid, and the auditor finds that the reinsurance has not been
collected, he should give credit under the head of non-ledger
assets for whatever amount he finds due. I might say, in passing,
that the item with which we are now concerned, namely, unpaid
losses, is never a ledger liability. It is made up of losses in two
different conditions; first, those that are adjusted and for which
the company must assume a liability equal to the amount of
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the adjustment, and, second, those that are unadjusted, in which
case the company is charged with a liability equal to the estimate
given in the report of the loss originally filed in the office of the
company. It is important, in the treatment of unadjusted
losses, to ascertain whether or not the estimates are ample to
cover any prospective liability, and so these can be verified by
going back for any given period of time, or for a short time in
each of three, four or five years, comparing the estimates of
losses sustained with the actual adjustment figures. If it be
found that on the average or in the majority of cases the esti
mates exceed the adjusted figures, it is fair to assume a liability
equal to the total of those estimates. If, however, we find that
in a majority of instances the estimates fall short of the adjusted
figure, my practice has been to add to the estimates a percentage
equal to that by which I find the estimates have been under
estimated. In other words, if upon an examination of the esti
mates I find they have been understated to the extent of ten per
cent., I add that percentage to the amount of estimated losses
which form a part of the liabilities of the company.
Unearned-premium Reserve.—The unearned-premium reserve
is commonly looked upon as a fund sufficient to reinsure all the
outstanding risks of a company at any given time. As required to
be computed and carried as a liability, this has generally been
found to be the case where a company is wound up either through
liquidation or receivership proceedings. The better reason for
its existence, however, is found in the provisions of fire-insurance
company contracts. In most states fire-insurance companies
are prohibited by statute from issuing policies of insurance in
any other than the standard forms prescribed. In all these
forms there is a provision that the policy may be canceled at any
time at the request of the assured, and in that case the company
is under obligation to return to the assured a proportion of the
premium originally paid, usually on a basis known as a “short
rate” and dependent upon the length of time the policy has been
in force. Such contracts also provide that the company may
cancel at any time, and when cancellation is effected at the in
stance of the company the policy holder is entitled to receive the
unearned portion of his premium on what is known as the pro
rata basis, also dependent upon the length of time the policy has
been in force. These reinsurance or unearned-premium reserves
are prescribed by statute in some states, but every insurance
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department requires them to be carried as a liability, and so
uniform is this requirement that the proportion of the premiums
in force to be charged as a reserve in liabilities is made a part of
the statement blank.
The calculation of reserves on outstanding premiums is not
difficult, though it does involve the consideration of many items.
It may be summarized in the following brief statement: Charge
every company with a liability for unearned premiums on all
risks written for one year or less equal to one-half of the premiums
written in the policy in force. In policies for longer terms, the
unearned-premium or reinsurance reserve is calculated to be one
half of the premium for the current year, and the full premium
for the remaining years.
Let us assume, to illustrate, that the premium on a policy
running five years is $100 or $20 per annum.
Charging the
policy with $20 per annum for four years would give us $80,
and one-half of the first year’s premium of $20, or $10, would
make the total reserve $90, or nine-tenths of the premium. On
a five-year policy which has run for one year, the unearned pro
portion of the premium would be seven-tenths, and so on, until
when a five-year policy has been in force four years, there is but
one-tenth of the premium carried as a reserve under the head of
liabilities.
To make a complete computation of the reserves upon all of the
policies of the company would be an almost interminable task.
I remember in one instance, where the department in which I was
employed did do this, and with three men engaged in the work, it
took them something over three months to arrive at a figure. Of
course the larger the company and the more policies it has in
force, the greater the task. In this phase of the work of an audit,
as well as in others, the law of averages can be relied upon in
ordinary cases, and in cases that are not ordinary, there is no
fixed rule to be laid down. I have found, upon an examination of
reserve figures of as many as two hundred companies for a given
year, that the total reserves upon all of the business for all terms
varies not much from around fifty-two per cent. to fifty-five per
cent. That is to say, one will find that the reserves, calculated in
accordance with the rule above outlined, always having regard
to the length of term for which the policy is written, will in the
aggregate equal about from fifty to fifty-five per cent. of the total
premiums in force, regardless of terms.
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As in the verification of other items, it is possible to block off
the writings of a given month for a given term, and trace those
into the reserve register. This can be repeated as many times
as is deemed necessary, until the auditor is satisfied that the
reserve figures carried in the company’s statement are probably
correct and must be approximately so.
Other Liabilities.—Besides the above large items of liabilities,
there will be found items of unpaid commissions and unpaid taxes,
and unpaid bills of all kinds. In arriving at the amount of unpaid
commissions, the auditor can at least approximate the liability by
finding the proportion which the commissions paid during a given
period bears to the premiums received during that period, and
apply that factor, so ascertained, to the premiums remaining
unpaid and reported in assets in the statement. Likewise in
estimating unpaid taxes, it will be found that in the main all
taxes paid during a given year are computed upon the business of
the company transacted during the preceding year. Therefore
the auditor has but to ascertain what percentage of the premiums
of the preceding period, preferably a year, has been paid for
taxes during the current year; then apply that factor to the busi
ness of the current year, and the result will be the unpaid taxes
to be carried in liabilities. This is, of course, subject to some
modifications, as for example, where taxes are payable quarterly
or semi-annually in some states, and in those instances proper
allowance should be made.
Having ascertained the total liabilities of the company, the
difference between that figure and the total admitted assets will
be set down as the surplus of the company, if a mutual company,
and if a stock company, then the liability sheet will read about as
follows:
Total liabilities except capital..........................
Capital paid up..................................................
Surplus over all liabilities.................................
Surplus as regards policy holders.....................
Total....................................................

...............
...............
...............
...............
...............

These two items of capital and surplus, added to liabilities as
already computed, should equal the amount of the admitted
assets on the other side of the statement.
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Basis for Property Acquired for Stock
By John W. Roberts

In the revenue act of 1924 an attempt was made to stop the
leaks by enacting such rules as would prevent those practices
whereby many taxpayers were known to be reducing their tax
liability. It was brought out that men of wealth were employing
experts to search the law, find advantageous technicalities, and
devise lawful procedure for so organizing or conducting a business
as to subject it to the least possible taxation.
The treasury department had evidently made an exhaustive
study of the methods that were in common use. Some of them
attained much publicity, such as the investment of funds in state
and municipal bonds, and the administration’s effort to make
such income taxable was carried to the point of proposing an
amendment to the constitution of the United States. Many
others, however, were taken up quietly, and clauses designed to
stop them were recommended to congress and embodied in the
new law without attracting much public attention.
Of these clauses one of the most important concerned the
avoidance of taxable income by incorporating. The previous
revenue acts had provided that no taxable gain resulted when a
man or group of men turned in property to a new corporation for
its stock. The mere act of incorporating could not produce
taxable income. If, later, the corporation sold any of its assets,
the taxable gain was determined by comparing the proceeds of
the sale with the cost to the corporation, and the cost of assets
acquired for stock was taken to be their fair value as capital paid
in at the date when they were paid in.
To the average man, this may be very uninteresting, but to
men in certain situations it proved to have absorbing interest.
Mr. A. held stocks in numerous companies. They had been
acquired over a period of years and some had advanced and
others declined as compared with what they had cost. One
block of stock in Corporation B had been purchased in 1914 for
$100,000, but was now worth $1,700,000. All the other securities
taken together had cost him $900,000, and were now worth
$800,000. They were all listed stocks and their present value
was easily determinable. Mr. A. felt that the time had come
when it would be advisable to sell all or part of his holdings in
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Corporation B and was particularly anxious to diversify his
investments and not risk two-thirds of his estate on one issue.
If he sold, however, he would have to report a profit of $1,600,000.
Under the 1918 law his income tax would be enormous. Under
the 1921 law he could treat this profit as a capital gain and escape
with a tax of only $200,000. But even $200,000 is a large sum,
and might dissuade him from selling at all.
It was in this situation that he found the above-described
clauses of the law very interesting. After studying them, he
organized a new corporation known as A, Inc., with an authorized
capital stock of $2,500,000. To it he transferred all his stocks,
their definitely known market value being $2,500,000, and
accepted therefore the stock of A, Inc., with a par value of
$2,500,000. By so doing he had not derived any taxable income.
A, Inc., then very properly opened its books by an entry
showing $2,500,000 of capital stock issued and by setting up its
assets, consisting of stock of Corporation B costing $1,700,000
and other stocks costing $800,000. A, Inc., then sold the stock
of Corporation B for $1,700,000, and reinvested the proceeds in
other diversified securities. In so doing, the corporation had
realized no income. The sale of the large block of stock and the
diversification of investments had been accomplished without
incurring any liability for income tax either on the part of Mr. A.
or on that of A, Inc.
How many times this procedure was utilized, no one can say.
But it is common knowledge that private holding corporations
have become a usual thing among men of wealth. There are, of
course, other great advantages, and many corporations may have
been organized for those other purposes. Even in such cases,
however, advantage may have been taken later of the increased
valuation at which certain assets had been capitalized. It is little
wonder that the treasury department sought to close this avenue
of avoidance by proposing and securing the enactment of a change
in the law. The new clauses of the revenue act of 1924 read as
follows:
Section 203 (b) (4)
No gain or loss shall be recognized if property is transferred to a cor
poration by one or more persons, solely in exchange for stock or securities
in such corporation and immediately after the exchange such person or
persons are in control of the corporation; but in the case of an exchange
by two or more persons this paragraph shall apply only if the amount of
the stock and securities received by each is substantially in proportion to
his interest in the property prior to the exchange.
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Section 204 (a) (8)
If the property (other than stock or securities in a corporation a party
to a reorganization) was acquired, after December 31, 1920, by a corpora
tion by the issuance of its stock or securities in connection with a transac
tion described in paragraph (4) of subdivision (b) of section 203 (including,
also, cases where part of the consideration for the transfer of such property
to the corporation was property or money in addition to such stock or
securities), then the basis shall be the same as it would be in the hands of
the transferror, increased in the amount of gain or decreased in the
amount of loss recognized to the transferror upon such transfer under the
law applicable to the year in which the transfer was made.

The latter clause was evidently suggested by a provision that
had already appeared in the revenue act of 1921 which based the
computation of income from the sale of gifts on the cost to the
preceding owner. But there is a fundamental difference in
the situation. A gift really is income to the recipient, and congress
doubtless has the right to tax the whole amount of the gift if it
wants to do so. It is free also to refrain from exerting its full
power, as it has done, and exempt from income tax a portion of
an item that really is income. That it did not in the 1921 act
exempt the whole, as it had done in previous acts, was a matter
entirely within its discretion.
But the above-quoted clauses regarding the basis for corpora
tions are applied to a radically different set of facts. They do
not offer an exemption to something that is in its nature income,
but attempt to tax as income something which is not income.
They were evidently believed both by the treasury department
and by congress to be sufficient to stop the leak. But do they?
Is the second one valid? Will the courts uphold it?
To revert to our concrete illustration above—Mr. A., person
ally, is clearly relieved of all taxability upon incorporating, by
the terms of section 203 (b) (4). The government can claim the
right to tax only the corporation, A, Inc. It will require
the corporation to compute its taxable income by comparing the
selling price, $1,700,000, with the cost to the preceding owner,
$100,000, and report a taxable income of $1,600,000. Can the
corporation have a taxable income, if it has no income?
A, Inc., has made no profit. The stock of Corporation B was
accepted as capital paid in, and was valued at its actual value as
of the date of payment. It constituted $1,700,000 of capital
paid in. The sale merely converted the asset into cash. It still
represented only capital paid in, and no part of the $1,700,000
represented any profit. And yet the law attempts to assert that
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it had realized a taxable net income of $1,600,000. Can congress
by legislative fiat make income of that which is not income?
In the revenue act of 1916, congress enacted that a “stock
dividend shall be considered income, to the amount of its cash
value.” But when the matter came to the supreme court, it was
decided that a stock dividend is not income. That fact controlled,
and could not be changed by any declaration of congress. The
gist of the decision was that congress can not tax as income, with
out apportionment, that which is not income.
But, it will be objected, there must be income somewhere in
the transactions above described. Whether there is or not, it is
clear that A, Inc., has no income, and it is against A, Inc., that
the right to tax is claimed. It may be perfectly true that there is
income somewhere in New York, but that would be no ground for
assessing John Doe, a resident of New York, if he could show that
he, personally, had no income.
If there is income somewhere in the transactions, who has
derived it? And when? When we study this question we must
at once see that unrealized income had accrued through rise in
market values over a period of ten years or so, while the stock of
Corporation B had been enhancing in value. But it was unreal
ized. Fluctuations in market value do not affect taxable income
as long as the stock is held and not sold. Certainly Mr. A.’s
wealth had increased during the ten years, but it was an increase
of capital and not income. He had not realized by a closed
transaction the increment that had accrued.
This rule may appear unjust to the plain, untutored citizen.
And to some degree and in some cases it undoubtedly is unjust.
But it is the rule, and must be applied to all alike, including Mr.
A. On the whole it is a sound and practical rule. Before the
plain, untutored citizen undertakes to change it he must devise
some other rule that will be as sound and as practical. At all
events, as the law now stands, Mr. A. can not be taxed during
those ten years on the increment in his capital due to market
quotations.
The first point at which there is any possibility of holding that
Mr. A. has derived income is the transaction whereby he ex
changes his various stocks for stock of A, Inc. If this occurred
in a year governed by the revenue act of 1924, the clear terms of
the statute exempt from taxation the income, if any, arising from
this transaction. The language of previous acts was not quite
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so clear, but we find in article 1563 of regulations 45 the treasury
department’s interpretation of the revenue act of 1918 expressed
in these words:
“ . . . , or if he exchanges his stock for stock in a small closely held
corporation, no income is realized if the new stock has no market value,
although the conversion is more than formal.”

A, Inc., is certainly a “closely held corporation.” Whether
it is “small” or not depends on what other corporations we com
pare with it. It would appear that the comparison contemplated
is with the large, diffusely held corporations whose stocks enjoy
a free market. And this again throws light on the words “market
value.” There is no market for the stock of A, Inc. It may have
a cash value, or a fair value, but does not, as far as I can see, have
a market value. So even under the 1918 act the mere fact of
incorporating does not entail the realizing of income.
This rule is sound, and based on sound theory. To derive
income by the act of incorporating would be like lifting oneself
by his boot straps. Income can not be derived from one’s acts
alone. It must be derived from others. One can not make
profits by trading with himself. After merely incorporating,
Mr. A. could not have felt justified in buying a house that he
could not afford before. His assets were not even more liquid
than they were before. The several certificates of stock, which
he had owned, had been exchanged for certificates representing
an equitable ownership under certain conditions and restrictions
in the same property; and the new certificates were less salable
than the old.
As mentioned above, the law does not attempt to assert that
Mr. A. derived income by the act of incorporating. Even if it
did, such an assertion could only await the same fate at the hands
of the supreme court as befell the clause that taxed stock divi
dends, because the act of incorporation does not produce or
realize income, but, like stock dividends, merely records devoting
to permanent capital use an increment in capital that might
otherwise eventually be devoted to personal expenses.
Did Mr. A. personally derive income when A, Inc., sold the
stock of Corporation B? No. Before the sale Mr. A. held the
stock of a corporation whose assets were worth $2,500,000.
After the sale he held the same stock in the same corporation
whose assets had the same value. As far as this transaction is
concerned Mr. A. personally has bought nothing, sold nothing,
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paid nothing, received nothing. He has not even experienced
any accrued increment in capital. By no stretch of the imagina
tion can it be said that he personally derives income from the
sale of stock of Corporation B by A, Inc. He does not even
derive a right as a director of A, Inc., to declare a dividend, for
the corporation has no profit out of which a dividend can be
declared.
Where, then, does the income lie? It lies simply and solely in
the ten years or so during which the value of the stock of Corpora
tion B was increasing. It was an unrealized increment of capital.
And neither the incorporation nor the subsequent transactions of
the corporation resulted in realizing the profit as income. The
government in most cases is not in any way deprived of taxes by
the careful study that such men give to the law. If Mr. A. had
not examined the constitutionality of the clause, but had ac
cepted its words at their face value, he probably would have let
things remain in statu quo, by simply retaining his personal
ownership of the stock of Corporation B, and the government
would have collected no tax.
The underlying considerations in this matter are very similar
to those in the stock-dividend case. In both cases the law dis
tinctly calls for the inclusion in income of something which is not
income. In both cases there has been a gradual accrual of capital
increment over a period of years. In both cases the specific
transactions alleged to have produced income are in the nature of
a permanent dedication to capital of an increment which other
wise might have been devoted to income.
In one point only does the analogy fail, and that is that whereas
the stock dividend was asserted to be income against a person
who had enjoyed the benefit of a capital increment, the alleged
profit on the sale of the stock of Corporation B is asserted to be
income of a person who had no profit and no capital increment.
In deciding a rule of law the court must consider how the rule
would work in cases other than the one specifically before it. In
the stock dividend case the supreme court did not fail to note the
evident injustice that would be done to the man who buys stock
just before the stock dividend is declared and really, in the high
price of the stock, pays for the new shares as well as the old. The
court took cognizance of the fact that not every recipient of a
stock dividend has held the stock during the entire period while
the profits of the corporation were accumulating. So, here, it
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must take cognizance of the fact that not every man who organ
izes a new corporation retains its stock until the corpration has
sold the assets that he transferred to it.
Mr. C. who was in a similar position to Mr. A. incorporated
with somewhat different purposes in view. His corporation did
not at once sell any of its assets, but he sold all the stock of
Corporation C to Mr. D. for $2,500,000. (We are assuming the
same set of figures.) Having done this Mr. C. reported an income
from the sale of stock of Corporation C of $1,500,000 and paid a
heavy personal tax. Eventually Mr. D., now in control of
Corporation C, causes it to sell its holdings of Corporation B.
Section 204 (a) (8) would then require Corporation C also to
report an income which would be computed as $1,600,000 and
taxed $200,000.
This tax of $200,000 comes as a surprise to Mr. D. Is there
any justice or any useful purpose in thus surprising him? Mr.
D. had carefully studied the assets of the company he was buying.
He had assured himself that the assets were worth all that the
books represented them to be, and that there were no liabilities
and no accrued taxes. He had done all that a cautious buyer
could be expected to do, and at the time of the purchase it was
true that no income-tax liability existed. The injustice to Mr. D.
is so evident that it needs no more discussion.
But here we have been dealing with a special type of corpora
tion. Let us see how the application of section 204 (a) (8) would
affect the great mass of business corporations. Most corpora
tions are started by some transaction whereby stock is issued for
certain specified assets turned in, sometimes a going business,
sometimes a patent, sometimes a mining claim.
Mr. E. at trifling expense secures a patent which has great
value. He organizes Corporation F and transfers the patent to
it for $800,000. To secure working capital he asks Mr. G. and
Mr. H. each to take $100,000 of the stock at par. Having in
vestigated the proposition and satisfied themselves that the
patent, valued at $800,000, pays for Mr. E’s stock as fully as their
cash pays for their own, they accept the proposition, and pay in
$200,000 of cash. Before operations are really commenced a
large and powerful corporation becomes interested and offers
$800,000 for the patent. Mr. E. regards a bird in the hand as
worth two in the bush, and, being in control of Corporation F, he
causes it to sell for $800,000. He figures that there will then be
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$1,000,000 of cash in the bank account of Corporation F which
can be paid back to the stockholders refunding their investment
and cancelling the stock.
At this point it is discovered that Corporation F has taxable
income of $800,000 and a liability of $100,000 for income tax, and
only $900,000 of free cash with which to redeem $1,000,000 of
stock. Mr. G. and Mr. H. eventually receive on dissolution
their shares of the corporation’s assets or $90,000 each. Mr. E.
on dissolution receives $720,000 which he is required to return as
income. Can anyone justify this double taxation of income, and
the losses thus inflicted on Mr. G. and Mr. H. by the operation of
this clause of the law?
It may be objected that corporations do not usually sell their
capital assets, and that therefore cases like the above are com
paratively rare. I admit that most corporations retain their
capital assets, or dispose of them through reorganizations for
which special provision is made in the law. But the clause in
question concerns only those corporations that do sell their capital
assets and in nearly every imaginable case in which it applies it
works injustice.
The only case where it does not work palpable injustice is where
the man who paid in property for stock is the sole stockholder and
retains his stock until all the assets in question have been sold and
the tax determined. But there is nothing in the clause that would
limit its operation to those unusual circumstances. And even in
the case where its injustice is not palpably evident, it results in
ultimate duplicate taxation of income, because a profit will again
be asserted when the sole stockholder sells his stock.
It is to be hoped that, when congress reassembles and takes up
another revision of the revenue act, this clause will be reviewed
and eliminated, both on the ground that it is probably uncon
stitutional and void, and on the ground that, even if valid, it
introduces needless intricacies and complications and fails to
accomplish justice.
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By W. C. Heaton
The article by Professor McKinsey in the April issue of The
Journal of Accountancy entitled Modern Tendencies in Ac
counting Practice, followed by the article by Mr. Freeman in
the May issue entitled Some Thoughts on Modern Practice must
have caused many an accountant in public practice to pause
and reflect upon the nature of much of the work he actually does
in relation to that which is assumed to be the usual and accepted
work of his profession. While he rejoices in the opportunities for
service and employment and the increased compensation pictured
in the former article, he would often gladly seek relief from the
difficulties of the problems and the responsibilities for decisions
his clients require of him, by a more strict adherence to the limita
tions suggested in the latter article.
The fact is that the accountant cannot always limit completely
the character of work he does. The circumstances lead naturally
toward and sometimes into the fields of administration, engi
neering and law. He is the first to gather and review the facts
and, since he, himself, must interpret them before he can present
them in an illuminating way, he inevitably must understand and
often present the administrative, engineering and legal implica
tions and assume some degree of responsibility for the practical
working of his suggestions.
It is common for accountants, particularly those who enjoy
a substantial and established practice, when arranging for the
installation of financial or cost systems, to require for a time
a certain supervisory authority over the persons in the accounting
department. That authority is often continued for years and
constitutes a quasi-administrative relation from which executives
are reluctant to relieve the accountant, because the more intimate
knowledge it gives increases the value of his services.
We are all aware that the substitution of incomplete engineering
knowledge for the full understanding of the professional engineer
has brought the term “efficiency man” into some degree of dis
repute. Yet, what accountant of extended practice among indus
trial enterprises has not rendered service by correcting glaringly
poor factory layouts?
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Let us assume a prosperous business enterprise, worth, say,
from a half-million to a million dollars, owned by an individual,
having a small stated capital and a large surplus, the owner ap
proaching the age of retirement and the business managed more
and more completely by able lieutenants. The accountant
reviewing the facts with the perspective of an observer sees that
the situation is crying for readjustment and suggests a reorganiza
tion. He is unfortunate if he suggests it without being fortified
with much legal information and with a definite plan as a basis
for consideration. He finds it necessary to explain that it is quite
in accord with modern thought on property rights to believe that
legal ownership is not the sole test of rightful ownership and that
a wise as well as a just exercise of legal power must not fail to
consider the contribution of others to the creation of a valuable
property; that this point of view is held not alone by the radicals
who lay emphasis upon its justness, but also by many otherwise
conservative men of affairs who lay emphasis upon its wisdom;
that particularly do men who have built up prosperous business
enterprises recognize that continued prosperity, possibly continued
existence of these enterprises, is vitally related to the wisdom
with which they reorganize their property rights and recognize
the contributions made by their principal assistants who have
loyally and capably contributed to creation and growth. Such
suggestions and statements serve no useful purpose if they are
not accompanied by a discussion of the kinds of reorganization
that are available, and naturally the accountant at some point
finds he has entered the field usually cultivated by the attorney.
Without further discussion or illustration, let me restate the
point that since he is the first to gather and review the facts and
since he, himself, must interpret them before he can present them
in an illuminating way, the accountant inevitably must under
stand and often present the administrative, engineering and legal
implications and assume some degree of responsibility for the
practical working of his suggestions. Whether he will or not, he
finds he must increasingly broaden the field of his work.
Perhaps the most important phase of this whole question is the
attitude of the accountant. If he resists the tendency to go
outside his usual field and works with (rather than in place of)
the executive, the engineer or the attorney, he is not likely to do
a poor job on extraneous work or disqualify himself for the pursuit
of his accepted professional activities.
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EDITORIAL
The chief difficulty in discussing the
publication of tax returns is found in
the effort to observe the law of modera
tion. The first impulse in the mind of every taxpaying citizen is
to damn government, legislators, courts and, in particular, the
bureau of internal revenue. It is comparatively easy to think of
adjectives and adverbs which would considerably relieve the
feelings of any public speaker or writer when dealing with the
present iniquitous state of affairs, but of course nothing is gained
by vituperation, and furthermore it is somewhat difficult to place
the onus of blame. In all probability the so-called publicity
sections of the law were the result of inadvertence or carelessness.
There must be men in congress who would frown upon the naked
exposition of everybody’s financial condition, but no voice
seems to have been raised against the provisions under which
publicity has been perpetrated. There is absolutely nothing to
be gained by the innovation. It serves no useful purpose for
any one. Consequently, it seems that congress in drafting and
amending its tax legislation was guilty of one of those ineptitudes
for which congress is becoming notorious.

When Privacy
is Outraged

If the courts are correct—and there
seems to be no serious question on that
' point — in their interpretation of the
law, it is grossly unfair to accuse the administrative departments
of reprehensible action in conforming to the judicial construction
of the meaning if not the intent of the law. We believe that from
the commissioner of internal revenue downward in the depart
ment, the idea of full publicity is not in favor—if for no other
reason, because the granting of access to returns considerably
complicates the labors of the department. It is readily con
ceivable that in many places the clamoring crowds of the inquisi
tive may be a serious obstacle in the conduct of that business

Where the Blame
Rests
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for which the office is created. It is unfair to blame the courts
for interpreting the law in accordance with what is apparently
the verbal significance of it. No one is likely to believe that
courts are wilfully tearing down the sanctity of personal affairs.
Consequently one is brought back to the inevitable conclusion
that it is to congress that the responsibility must attach for a law
of which the publicity sections are utterly damnable. (It is a
mental solace to use the word damnable even in its literal and
not invective sense.)
Last year when the statistics in regard
to the amounts of tax paid by individual
citizens were made available, folk who
had no necessity to acquaint themselves with the details of tax
laws on their own account suddenly acquired a vital interest in
the rates of taxation so that they might be able to compute with
a fair degree of satisfaction, if not with accuracy, the probable
income of those more fortunate than themselves. The whole
idea of telling the world all about the intimate and confidential
concerns of individual citizens is something for which the United
States of America can claim credit as the great originator. So
far as research has discovered there is no other nation which so
completely disregards the rights and wishes of the people who
bear the burden of national expense.

Going from Bad
to Worse

But now another advance toward sheer
nudity has been made. Hereafter,
until redress be obtained by legislative
enactment or executive authority, if that be possible, the finan
cial condition of a great section of the community must walk
about unclad with the accustomed garments of reasonable
reticence. When Lady Godiva rode through the streets of Cov
entry the decent citizens closed their shutters or turned their
backs. The name of only one prying person has come down in
history. But today the tribe of Peeping Tom is as the sand upon
the seashore for number. A dispatch published in the daily papers
of June 29th reports a decision of an equity court in the District
of Columbia wherein the commissioner of internal revenue was
ordered to produce for the board of tax appeals the income
tax returns of a dozen companies engaged in the manufacture of
metal-working machinery and metal tools. A company in this

And This is Not
Coventry
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industry desired to know the principles and methods by which
the commissioner obtained figures showing the invested capital
of other concerns and how he had determined the amount which
had been fixed as the basis of excess-profits taxes of the inquiring
company. The commissioner refused to comply with subpoena
at first, on the ground that he would be violating the law if he
produced such evidence before any government body other than
the house of representatives or the senate. He contended that
the firms mentioned had a lawful right to privacy and that it
would be to their damage to expose their confidential affairs.
The concern which raised the question then filed suit and named
the commissioner of internal revenue and the board of tax
appeals as defendants. The decision was rendered by Justice
A. A. Hoehling. It is to the effect that so long as income-tax
laws permit publication of names of taxpayers and amounts paid
as income tax, this involves permitting returns to be produced
before the board of tax appeals in an appeal from a ruling of the
commissioner of internal revenue. All documents produced
before the board of tax appeals are public property and may be
seen by anyone who desires to see them. The commissioner of
internal revenue has given notice of an appeal in this case, but it
is far from certain that the decision of the court will be set aside.
Assuming then that this decision will stand, we come to the
appalling conclusion that the taxpayer no longer has any right
to regard any of his fiscal affairs as privileged.

The taxpayer who reasons this thing

Legislative Draftsmen
through to its end may be inclined to
are Needed
say with Bassanio, “To do a great
right, do a little wrong and curb this cruel devil of his will,”
but Portia’s decision that the laws must be enforced is as sound
today as it was in Venice. It is the duty of congress at its
earliest opportunity to pass a law or to amend the present laws
so as to protect, to at least a reasonable extent, the sanctity of
individualism. If the brilliant and benevolent administrators of
Soviet Russia had only thought of this immodesty first they would
probably have adopted it. It is widely reported that congress
in these days is rather more ready to listen to the advice of the
general public than it was in the days when elections were solely
a matter of party organization support. If that be true, members
of both houses might give careful heed to the obvious and often
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repeated suggestion that there should be in the employ of the
legislative departments of government a corps of competent
persons whose duty it would be to draft in accurate and clear
language the principles of legislation upon which congress may
decide. The laws having been drafted and all principles having
been embodied, the possibility of ridiculous amendment at the
last minute should be prevented. Every impartial citizen has
a great deal of respect for the ability of many of the members of
the senate and the house of representatives, but even the ablest
cannot collaborate in the preparation of a complex and technical
law and expect to produce an intelligible result without leaving
the final form of phraseology to one competent author. The
declaration of independence, about which we have been
burning a great deal of gunpowder and red paper during the last
month, was written by one man after consultation with several
advisors. No one has had any difficulty in ascertaining the exact
meaning of the declaration.

As an illustration of the way in which
law may be interpreted by the courts
a reader draws attention to a decision
of the United States supreme court quoted in 123 U. S. 722,
December 18, 1887, in the case, Marquette, Houghton & Ontonagon
Railroad Company vs. United States. The following quotations
are taken from the decision:

Loose Wording
Confuses

“The statute levied a tax on all undivided profits of any.... corpo
ration which have accrued and been earned and added to any surplus, con
tingent, or other fund. The railroad company........ profits.........were not
divided but were used during the year in the construction of new works.
........... The amount was never in fact placed to the account of any par
ticular fund but was taken from the money in the treasury to pay for the
new structures and additions as they were made.”

The act of 1864 taxed “all undistributed sums, made or added
during the year to their surplus or contingent funds, . . . and
on all profits of such company carried to the account of any fund,
or used for construction.” The court said:
“When, therefore, profits ‘used for construction’ were left out in the
act of 1870, it is evident to our minds that congress intended to reduce the
tax on railroad corporations to that extent. The question is not what would
have been the meaning of ‘ profits carried to the account of any fund ’, or
‘ added to any surplus, contingent, or other fund’, if this special provision in
respect to profits ‘ used for construction ’ had never been made, but what the
meaning is with that provision left off after it had once been added. This is to
be ascertained, not by inquiry into the manner of keeping railroad accounts,
but by interpreting the language used by congress at different times to give
expression to its will; not by determining whether, as a matter of book-
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keeping, it is usual to carry undivided profits used for construction to a
construction fund, but by studying the several statutes to see if it was
intended that, if so used, they should be taxed under the act of 1870. In
our opinion it was not, and consequently the current earnings of the
company for the year of 1871, used as earned in new construction, were
not taxable as profits for that year.”

The July issue of The Journal of
Accountancy contained an article by
the Honorable J. G. Korner, chairman
of the United States board of tax appeals, and another by Harold
Dudley Greeley, both drawing attention to the importance of a
knowledge of the law of evidence. The editor of the Income-tax
Department, Stephen G. Rusk, also discussed in the introduction
to his section of the magazine the difficulties which some account
ants have found confronting them in practice before the United
States board of tax appeals. Several correspondents have com
mented upon the question raised by these authors, and it is quite
evident that the proper preparation of cases for presentation
before the board is receiving widespread attention. Some
accountants evidently feel that the board is unduly legalistic in
its requirements, but the great majority whose views have been
expressed will apparently use every effort to conform to the meth
ods of practice which the board has ordained. Among the sug
gestions which are most valuable is one to the effect that the
American Institute of Accountants, through its committee on
education, should take steps to encourage institutions giving
courses of instruction in accountancy to include in their curricula
a study of the law of evidence, particularly as it applies to practice
before the board of tax appeals. This seems to be an excellent
proposal if the board of tax appeals is to continue and if account
ants are to be, as they must be, concerned in the presentation of
cases before it. It is not only the accountant, however, who must
familiarize himself with the fundamentals of evidence, but all
other advocates as well. We rather deplore the necessity of using
the word “advocate” as applied to the practitioner of account
ancy at any time, but it seems to be inevitable in the present con
ditions. The man or woman who represents a client in an appeal
before the board of tax appeals should be wholly concerned with
the statement of fact; but, inasmuch as the treasury department
is represented by lawyers whose purpose is to obtain confirmation
of the treasury’s decisions, the accountant or lawyer who appears
for the taxpayer is forced into the position of an advocate on the

The Law of Evidence

114

Editorial

other side. The correspondent to whom reference has been made
suggests also that the board of examiners of the Institute in its
commercial law examinations should introduce questions which
would require a fair knowledge of the law of evidence. Upon
this point there may be a broad difference of opinion, but un
doubtedly there is something to be said in favor of such questions.

Status of Examination We have received a letter from which
Answers
we quote the following paragraph:
“I have just read with interest an article in the editorial section of the
May issue of The Journal by Paul-Joseph Esquerré, regarding the fact
that students of accounting regard the Students' Department as giving
official answers to Institute questions. I am a young fellow, a graduate
of a well-known accounting course, and it is my practice to try and solve
questions given before studying the solution. While never using the
solution given as being official, I have always regarded the answers as
being acceptable to the board, and of those young fellows with whom I
have talked on this subject I have usually found they took the same
attitude as I did. To me the Students' Department is one of the most
important features of The Journal and if it should be discontinued I
certainly would lose interest. The magazine as a whole is helpful to me in
many ways.”

The question of the official or unofficial nature of answers to
examination questions published in The Journal of Account
ancy has been repeatedly explained in these pages and great
emphasis has been laid upon the entirely personal and unofficial
status of the answers appearing in the Students' Department.
The writer of the foregoing letter is not justified in thinking that
the answers are even acceptable to the examiners in the sense
that the board has had opportunity to review them. As a matter of
fact the board of examiners has not seen the answers in any case
before publication and the editor of the Students' Department has
no knowledge whatever of what answers are regarded as satis
factory by the board. He gives what he believes to be the correct
solutions of problems, but it is quite possible that there would be a
wide difference of opinion between the board and himself. Con
sequently, to say that the answers although unofficial are ac
ceptable is merely a verbal quibble. The answers may be accept
able, but on the other hand they may be entirely opposite to or at
least may vary from the answers which the board has adopted in
grading papers. In studying the answers, however, students
may have the assurance that they represent a carefully considered
expression of the opinions of an accountant of wide experience
and sound knowledge.
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While on the subject of examinations
it may be of interest to quote from a
letter of another correspondent who
is evidently a good loser and quite sincere. Discussing the nature
of some of the questions asked in recent examinations he says:

Credit Is Given
for Knowledge

“ I have been an applicant on more than one occasion and have repeat
edly failed, yet I find nothing very complicated about any of the questions
excepting that so many of them are indefinite. Having practised account
ing for some ten or twelve years I believe I make the mistake of answering
a problem as if it were a proposition I might face in actual practice. In
variably I find myself in this position: there is a certain bit of information
lacking. If an accountant in my employ would go ahead and on his own
initiative ‘ guess ’ at something in an audit, I would not consider his services
of much value. If the information is not available to furnish the client
with an intelligent statement of facts, it should be obtained if possible, and
if not possible to obtain it this fact should be reported to the client in the
outset and he should not be charged with services in endeavoring to
locate some ‘hidden mystery.’
“I believe every one of us should pass the examination and I am ‘in’
until I find it is useless to try further, but I do think that the examiners
should endeavor to ask questions of applicants that should bring out their
qualifications as practising accountants, not their ability to remember
some rule that they may never meet in practice, not their ability to supply
‘missing links,’ not their ability to add and subtract six or seven ‘goose
eggs’ in every practical problem, not based entirely on practice in New
York, but a plain sane questioning such as is usually handed to applicants
desiring employment as accountants.
“ I know from my own experience that I can talk to an accountant but
very little and determine considerable with reference to his ability. If he
knows, it is apparent, not only in what he can tell me of accounting, but in
his general attitude. The certificate is merely an auxiliary to the practis
ing accountant, a sort of tool and nothing more. He must possess those
qualifications which command the confidence of other people. These are
native ability and character.”

It is to be hoped that one who has so determined an ambition to
pass the examinations may soon succeed. It will no doubt be
comforting to this correspondent to know that the board of exam
iners of the Institute does not fail to give credit for knowledge
displayed by the applicant, even if his answer be not altogether
in accord with what may be regarded as the official statement of
the case. It is impossible for any board of examiners to prepare
questions without using as their basis some industry or trade in
which the supposititious conditions are said to exist. The exam
iners, however, strive strenuously to include in the questions
merely factors of practice which will probably be required of
every practitioner. It is not necessary that the applicant should
be familiar with the details or peculiarities of any given industry
in order to demonstrate his knowledge of the underlying princi
ples which would apply in the solution of a problem. An accurate
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and verbatim knowledge of rules to which the correspondent
refers is not essential to success. Let the applicant consider the
question in the light of his general knowledge of accounting pro
cedure. If he be qualified to practise as an accountant he can
satisfy the board that he is qualified without adhering to the exact
phraseology of any rule of theory. Our correspondent’s recog
nition of the importance of native ability and character is al
together commendable. This with the addition of practical
experience and theoretical knowledge willlead almost surely to
success.
Some time ago there was a discussion in
The Meaning
these pages on the question of the use
of a Word
of the designation “certified public
accountant” by persons who were not engaged in public practice.
The views expressed editorially did not meet with unanimous
approval and there still seems to be some dissatisfaction because
The Journal of Accountancy has advocated restriction of the
designation to public practitioners. A friend in Memphis tells
us that The Journal is very unfair and unjust. He says, “You
are doing so much hedging that you evade the point he [an earlier
correspondent] brings out entirely.” Hedging is a vile fault; but
is it really true that The Journal has been guilty of it? The
argument that a person who calls himself a certified public
accountant should be a certified public accountant seems rather
obvious. If he be not a public accountant how can he be a certified
public accountant? The answer to that question is also selfevident. And that is the whole story. If men who are engaged
in private employment desire to obtain some kind of official
recognition of their merits it seems to us that there should be
created a designation which would indicate what they are. Of
course, nearly everyone admits that there are enough accounting
designations already, but if there be a general feeling that the
bookkeeper or other employee engaged in keeping or supervising
the accounts of corporations or other businesses should have the
right to append initials of some kind to his name, a way may be
found. The letter now under consideration lays great stress upon
the assertion that men who are engaged in private capacities
may be just as good as those who are engaged in professional
practice. Amen. Has anyone denied it? It is the word “pub
lic” that causes all the trouble. And yet public seems to be a
word of perfectly clear meaning.
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An immensely important activity of the
American Institute of Accountants is
being conducted by its bureau of public
affairs. Probably the great majority of readers of this magazine
are familiar with the publications which have been issued by the
bureau, but to any who have not had an opportunity to read and
profit by the matter which has been published it is suggested that
the accomplishments of the bureau will well repay careful study.
Three so-called letter-bulletins have been issued during the past
twelve months. The first, dealing with the question of arbitra
tion was of somewhat restricted interest, but the second and third
publications dealing with the crime tendency and credit frauds
are of almost universal appeal. Many thousands of copies of
these letter-bulletins have been distributed by commercial and
civic organizations, and the attention which they are attracting
in the public press is conclusive proof of their value. The com
mittee on public affairs which has control of the bureau is making
comprehensive plans for further productions during the coming
year and subjects of vital importance are under consideration.
For example, within the next few months a letter-bulletin on the
subject of federal taxation will be issued, and the committee has
communicated with accountants and other interested persons in
all parts of the country asking for assistance and suggestions so
that the publication when issued may be comprehensive and
authoritative. This kind of effort is a striking proof of the desire
of the American Institute of Accountants to work for the general
good of the community. The matters which have been under
discussion do not affect primarily the accounting profession.
They are of importance to all the people everywhere.

Institute and
the Public
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Stephen G. Rusk

The circuit court of appeals of the District of Columbia has ruled recently
that a refund of income taxes for the year 1919, which was allowed after the
passage of the act of 1924, should include interest from date when the tax was
paid to date of allowance, notwithstanding that the payment had been made
without protest. It held, further, that upon the disallowance by the commis
sioner of such interest the taxpayer’s only remedy was by mandamus, and that
the acceptance, under protest, of such account as was voluntarily paid did not
bar the taxpayer’s right to further interest. This is a decision which, if not
subsequently overruled, should be kept in mind by accountants. Heretofore,
the commissioner has charged interest upon deficiencies of taxes from the date
when the tax was due and payable until it was assessed but has not included in
terest in amounts of over-assessments refunded.
Another decision of interest, but not so gratifying as viewed from the stand
point of the taxpayer, is that in which the United States board of tax appeals
ruled, in the case of Lee Sturgis, administrator of the estate of Lucy R. Sturgess,
deceased, that the value of stock in a corporation may not be established by an
ex-parte appraisal of the corporate assets nor by the unsupported opinion of an
accountant. It appears from the matter printed with the decision that the cor
poration in which the estate of Lucy Sturgess had stock, had had an appraisal
made of its assets by an appraisal company, and the administrator had offered
the appraisal report as evidence of the value of the stock of the corporation.
The administrator also had an accountant familiar with the books and accounts
of the corporation by reason of his audit of them, testify as to the value of the
stock. As no representative of the appraisal company was present to identify
the appraisal figures and submit to cross-examination, and as the accountant's
testimony was not supported, the board held that the value of the stock could
not be established.
As pointed out in former issues of The Journal of Accountancy, the
accountant appearing before the board must divest himself of the idea that his
profession is one regarded as engaged purely in finding facts and impartially
reporting them. When he appears for a taxpayer as the representative of the
latter he is regarded as an advocate and must be prepared to prove in a legal
manner facts of which he has become cognizant in his own way, i. e. by examina
tion and interpretation of the books of account. He must divest himself of the
idea that because the matters against which he is protesting and appealing are
usually facts alleged by the commissioner, based upon some other accountant’s
audit and interpretation of the transactions recorded in the books of account,
that his interpretation and statement of facts will be accepted without sup
porting evidence. It would seem to the ordinary layman that an independent
appraisal by a disinterested appraisal company, made at the request of a cor
poration in pursuance of the latter’s ordinary course of business, would be pretty
conclusive evidence of the true value of the corporation’s assets, and should be
acceptable to a body of men responsible for the task of determining the value of
the stock of the corporation. The fact that the commissioner asserts a different
value, presumably one contra to that found by the appraisal company and one
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which when assumed results in the contemplated assessment of additional tax,
immediately places upon the taxpayer the burden of proving, no matter how
difficult it may be, that the facts the commissioner has asserted are not correct.
It does not matter in the slightest degree that the commissioner has no proof or
evidence or testimony upon which to rely in asserting that certain things are
facts. Once he has asserted a fact it stands against the taxpayer, regardless of
how absurd it may be, until the taxpayer can controvert it in a manner that will
be acceptable to the board.
The foregoing is not set down in a spirit of criticism of the commissioner nor
of the board, but to warn accountants that they must be alert to the new phase
of their work. Certified public accountants are admitted to practice before the
board. Let them realize their new responsibilities and prepare to acquit them
selves with credit in this new branch of their work. It is to be hoped that ac
countants will soon prove themselves worthy advocates as well as opponents
and that they will command the same respect in this new field that they now
have in the field of accountancy.
SUMMARY OF RECENT RULINGS
In determining the amount available for the payment of a dividend, the
actual net income as shown by the books and not the statutory net income
should be used. Invested capital for any given year may be reduced by reason
of dividends declared within that year only to the extent that such dividends
exceed the earnings of that year to the date such dividends are declared.
Income and profit taxes accrue when they become due and payable, and are
deductible from invested capital at that time, and not deductible pro rata
from the earnings of the year to which they relate up to the date of a dividend
payment. (B. T. A. decision 438, docket 1217.)
The cost of improvements on leased buildings not required by the terms of
the lease and made as a condition precedent to procuring insurance at non
prohibitive rates are capital expenditures and should be distributed over the
remaining life of the lease. (B. T. A. decision 439, docket 1888.)
Depreciation upon a building and decorations with useful lives of fifty and
twenty years, respectively, was allowed at a rate of 3 per cent. (B. T. A.
decision 440, docket 2003.)
Money paid into the corporate treasury intended as an increase, of invested
capital is entitled to such classification, although the stock issued in exchange
therefor is made subsequently. (B. T. A. decision 441, docket 1125.)
A subscription list acquired in the purchase of a newspaper business is an
asset subject to fluctuations, and not expiring contracts for which deductions
may be taken. (B. T. A. decision 457, docket 900.)
By the federal control act and the compensation agreement pursuant thereto
the director general of railroads was required to, and did, bear the income
tax on the taxpayer’s income up to 2 per cent. The amount so borne by the
director general was not income of the taxpayer. The United States in levying
taxes and assuming the obligations of federal control was the same sovereign
entity. The commissioner of internal revenue in assessing taxes is not con
fined to the provisions of the revenue acts alone but must determine liability
in the light of all statutes relating thereto. A refusal of the supreme court to
grant a writ of certiorari will not be regarded as an affirmance of the decision
below. (B. T. A. decision 458, docket 974.)
A stock subscription agreement of itself is not property and amounts due
thereon may not be included in invested capital. “Bonus” stock issued to
customer and charged to goodwill may not be included in invested capital in
the absence of evidence of the value of the goodwill. (B. T. A. decision 461,
docket 646.)
A bankrupt concern has no goodwill for purpose of invested capital.
(B. T. A. decision 463, docket 220.)
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A communistic religious society operating under a corporate charter is not
a charitable organization as contemplated by section 231 (6) of the revenue
act of 1918. The board said in rendering its decision upon this case: “The
exemption ... is based on the assumption that all the public interest will be
served, . .
(B. T. A. decision 469, docket 2257.)
A declared dividend is a corporate liability reducing the invested capital
and surplus by the amount of such dividend. Declared dividends remaining
in the corporate business are borrowed, not invested capital. (B. T. A. decision
471, docket 1898.)
Cash consideration involved in the sale or exchange of property is sufficient
to establish the fair market value thereof. (B. T. A. decision 474, docket 1924.)
Payment of a note in recognition of a moral obligation is not a gift but is
taxable for the year in which it is made. (B. T. A. decision 477, docket 944.)
Where in determining the deficiency for one year the commissioner consid
ered an oyer-assessment in a prior year, the board has jurisdiction to review
the tax liability of both years. To determine invested capital in the years
involved, the board has jurisdiction to determine whether proper allowances
were made in years prior to those involved in the appeal. (B. T. A. decision
478, docket 641.)
Property purchased at a foreclosure sale and thereafter bona fide paid into a
corporation for stock may be included in invested capital at the actual value of
such property, though such value is greater than the price paid at the fore
closure sale. (B. T. A. decision 482, docket 544.)
The board has no jurisdiction to review the basis of the commissioner’s
belief that jeopardy exists as provided in section 274 (d) of the revenue act of
1924. The board has no jurisdiction to consider an appeal from jeopardy
assessment, unless abatement thereof has been denied and inability to give
bond for an abatement claim prevents an appeal. (B. T. A. decision 487,
docket 190.)
The value of stock may not be established by an ex-parte report of an
appraisal of corporate assets nor by the unsupported testimony of an
accountant. Where evidence submitted is incompetent a continuance will not
be granted for the purpose of gathering further evidence. (B. T. A. decision
530, docket 2279.)
Where the accounts showing cost of brick and frame dwellings cannot be
separated a combined rate of depreciation is allowable. (B. T. A. decision
534, docket 2371.)
A cost inventory may not be reduced by the amount estimated to be the
depreciated value of damaged items. (B. T. A. decision 541, docket 600.)
The capital-stock tax is based on the entire potentiality to profit by the
exercise of the corporate franchises and the valuation is left to the discretion
of the commissioner, except that he must consider every relevant fact. Such
valuation is not materially less than the net fair value of the assets. (U. S.
supreme court decision—Ray Consolidated Copper Co. v. U. 5.)
A refund of income taxes for 1919, allowed after the passage of the 1924 act,
should include interest under that act from payment until allowance, notwith
standing that the payment had been made without protest; that on disallowance
of such interest, the taxpayer’s only remedy was by mandamus, and that the
acceptance, under protest, of such amount as was voluntarily paid did not bar
the taxpayer’s right to further interest. (Circuit court of appeals, D. C.,—
Blair v. U. S. ex rel Executors of Margaret Murphy, deceased.)
TREASURY RULINGS
(T. D. 3699—May 4, 1925)
Meaning of Invested Capital, Revenue Act of 1917—Decision of Court
Excess Profits Tax—Revenue Act of 1917—Decision of Court

1. Invested Capital.
“Invested capital,” under the statutory definition of that term contained
in section 207 of the Revenue Act of 1917, can not be increased by reason of
the appreciation in the value of capital assets.
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2. Decision Followed—Decision Affirmed.
The decision of the supreme court in the case of La Belle Iron Works v.
United States (256 U. S., 377, T. D. 3181 [C. B. 4, 373]) followed. The deci
sion of the United States district court for the southern district of New York
affirmed.
The following decision of the United States circuit court of appeals for the
second circuit, in the case of Union Petroleum Steamship Co. v. Edwards, Col
lector, is published for the information of internal revenue officers and others
concerned.
United States Circuit Court of Appeals for the Second Circuit
Union Petroleum Steamship Co., plaintiff in error and below, v. William H.
Edwards, Collector of Internal Revenue, defendant in error and below
Writ of error to district court for the southern district of New York
Action is for the recovery of excess-profits taxes alleged to have been illegally
collected. Plaintiff is a corporation of Delaware, organized in 1914, with a
capital stock of $600,000, which represented the investment of the company
organizers in the steamship Westwego.
During the world war the price of shipping rapidly rose, and in March, 1916,
plaintiff offered the Westwego for sale at one and a half millions.
The Anglo-American Oil Co. (a British corporation) was willing to buy at
about the figure named, and when the price was agreed upon the intent of
Anglo-American Co. was to take over the vessel itself by an ordinary bill of sale.
But the Westwego was a vessel of the United States, wherefore it was thought
that a foreign corporation could not lawfully take title. Plaintiff's stock was
all owned or controlled by one man, and the arrangement finally made was that
the entire stock issue of plaintiff was sold by this sole shareholder to AngloAmerican Co. or its nominees for what was in the minds of the parties the pur
chase price of the Westwego. Then plaintiff, as a subsidiary of the AngloAmerican Co., continued to hold legal title to the ship, and to be subject to such
taxing statutes as the United States might enact.
Subsequently there was enacted the revenue act of 1917 (40 Stat., 300),
and plaintiff became subject to the “excess-profits tax,” under which it was
necessary to ascertain the “invested capital” of plaintiff in order to establish
the relation between such capital and the income derived presumably from the
same.
The statute (sec. 207) contains a statutory definition of invested capital of
corporations; the words here important are that such capital is—
“(1) Actual cash paid in, (2) the actual cash value of tangible property
paid in other than cash, for stock or shares in such corporation or partnership,
at the time of such payment (but in case such tangible property was paid in
prior to January 1,1914, the actual cash value of such property as of January 1,
1914, but in no case to exceed the par value of the original stock or shares
specifically issued therefor), and (3) paid in or earned surplus and undivided
profits used or employed in the business, exclusive of undivided profits earned
during the taxable year . .
The treasury department held that plaintiff's invested capital was sub
stantially the $600,000 originally put into the purchase of the Westwego;
plaintiff’s contention was and is that the business nature of the transaction
should be considered, the position of the Anglo-American Co. as the real party
in interest recognized, the fiction of corporate ownership in plaintiff disre
garded, and invested capital for purposes of taxation be taken at what in
business parlance it had cost Anglo-American Co. to get the Westwego.
The department assessed tax on its own theory, plaintiff paid under protest,
and brought this action to recover. At trial verdict was directed against
plaintiff, which brought this writ.
Per curiam: However hard this case may appear to some, we are unable to
perceive any legal merit in plaintiff’s contentions.
If it had been able to take title to the Westwego, this British corporation
would have been obligated pro tanto at least to submit to taxation by the
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United States, and non constat that its condition would have been any better
than it is now.
What was done was deliberate, including the maintenance of an American
corporation to own the American ship, and it will not do to call this legal
scheme a fiction. It may be called a disguise, the Westwego undoubtedly
became a “whitewashed” ship, but the machinery of ownership was designed
and important and in no sense fictitious. The object was to avoid one statute
—that regarding vessel transfers—and if in such avoidance another and quite
different statutory reef is encountered, the matter is only hard in the sense that
it is one of the accidents of financial navigation.
What is really the matter here is that the Westwego came under AngloAmerican control in 1916, when few if any men foresaw the war strain of
taxation that was encountered in 1917.
The corporate apparatus originally created before 1916, and continued of a
purpose by Anglo-American Co., is too rigid to be disregarded. The taxable
entity is plaintiff, and no other; it is impossible to look beyond or behind that
artificial person. What is taxable is plaintiff’s capital, not that of any other,
and what plaintiff is really asking is that we regard as its invested capital not
what went into its own coffers or property but the money of Anglo-American
Co., which went into the pockets of the original shareholders in plaintiff
corporation.
Seeing, therefore, nothing in the nature of things why plaintiff should not
respond to the tax according to its own corporate financial history, which con
tains no reference to the sale of its share stock by its original shareholders, we
turn to the statute (supra), and find it impossible to consider what the AngloAmerican paid either as “actual cash paid in” or the “cash value of tangible
property paid in ” or “earned surplus and undivided profits.” This is because
Anglo-American never paid anything in to the plaintiff; it only bought from
third persons an interest in the plaintiff, and certainly the enhanced value of
plaintiff’s shares can not be called “earned surplus.”
On authority La Belle Iron Works v. United, States (256 U. S., 377) is con
clusive; and see especially exposition of the above statutory definition of
invested capital at page 388.
Judgment affirmed with costs.
(T. D. 370—May 9, 1925)
Limitations upon Suits and, Collections—Decision of Court
Income Tax—Suit to Restrain Payment—Decision of Court

1. Injunction—Distraint—Section 3224, Revised Statutes.
Under the provisions of section 3224, Revised Statutes, an injunction
will not lie against a collector of internal revenue to restrain the collec
tion of a tax legally assessed.

2. Cases Distinguished—Cases Followed.
Hill v. Wallace (259 U. S. 44) distinguished. Graham v. du Pont
(262 U. S., 234) followed.
The following decision of the district court of the United States for the
western district of Washington, northern division, in the case of The City of
Seattle et al. v. Burns Poe, Collector of Internal Revenue, is published for the
information of internal revenue officers and others concerned.
the United States for the Western District of
Washington, Northern Division
The City of Seattle, a municipal corporation, D. W. Boe, P. J. Conroy, O. J.
Drevdal, C. Lynn, and B. W. Roberts, plaintiffs, v. Burns Poe, Collector of
Internal Revenue, and C. L. Huey, Deputy Collector of Internal Revenue,
defendants
[February 26, 1925]
The city of Seattle, plaintiff, owns and operates a municipal street-car
system. The individual plaintiffs are employees of the city, in the department

District Court of
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of public utilities, street railway division. The suit purports to be brought
not only for the plaintiffs, but on behalf of others similarly situated, against
the collector of internal revenue, and prays that the defendant, Burns Poe,
collector, and all other persons claiming to act under his authority, and that
of the revenue act of 1921, be enjoined from requiring a return or collecting
any taxes, exacting any penalties, or distraining any property of the plaintiffs,
or its street railway employees. The defendant moves to dismiss the amended
bill.
The court, April 12,1924, denied a temporary injunction in this case, because
of the terms of section 3224, Revised Statutes, and 3226 as amended; Comp.
Stat., sections 5947 and 5949. Upon this motion, the court is asked to recon
sider its former ruling, particular reliance being placed upon the decision of
the district court for the eastern district of Michigan in Frey v. Woodworth,
rendered December 23, 1924. While the decision in that case is relevant upon
the point that the individual plaintiffs here are exempt from tax, the collection
of which is sought, it is not applicable upon the present question, for in the
suit before Judge Simons the tax had been paid under protest, and the suit
was to recover the tax, not a suit to enjoin its collection. None of the cases
cited warrant the granting of the relief prayed.
In Ledbetter v. Bailey, Collector, etc. (274 Fed., 375-81), it was held that
the collector was seeking, not the recovery of a tax, but a penalty—something
designed to punish. Pollock v. Farmers' Loan & Trust Co. (157 U. S. 429)
was a suit not to enjoin a collector of internal revenue but by a stockholder to
prevent the corporation from voluntarily making a tax return. Veazie Bank v.
Fenno (8 Wall., 533) was a suit to recover a tax paid on the notes of a state
bank; the tax was held valid. The Collector v. Day (11 Wall., 113) was a suit
to recover from the collector a tax, paid by a judicial officer of the state
which had been by the collector assessed upon his salary. United States v.
Railroad Company (17 Wall., 382) was a suit by the United States to collect
a tax. Mercantile Bank v. New York (121 U. S., 138) was a suit by a national
bank to enjoin the collection of a tax assessed by the State upon national
bank shares. The supreme court affirmed the lower court’s decision dismissing
the bill. Van Brooklin v. State of Tennessee (117 U. S., 151) was a suit to
foreclose state, county, and city taxes assessed upon real estate at a time when
it was owned by the United States.
Language is used in Hill v. Wallace (259 U. S., 44 at 62) that considered
alone it may be argued lends support to the contention of plaintiffs; in that
case, however, the inconvenience resulting from a denial of injunctive relief
and the relegating of complainants to their law action to recover taxes, after
payment, would have been much greater than in the present suit. In that
case it was said:
“ In the case before us, a sale of grain for future delivery without paying the
tax will subject to heavy criminal penalties. To pay the heavy tax on each of
many daily transactions which occur in the ordinary business of a member of
the exchange, and then sue to recover it back, would necessitate a multiplicity
of suits and, indeed, would be impracticable.” [The italics are those of this,
and not the supreme court.]
In the instant case, while the employees affected are numerous, the payment
of the tax is required for the year, not upon “many daily transactions.” In
Hill v. Wallace, supra, the supreme court, however, does not base its deter
mination of the case upon the ground which it discussed, as above; for there
after in its opinion in that case it said:
“The right to sue for an injunction against the taxing officials is not, how
ever, necessary to give us jurisdiction. If they were to be dismissed under
section 3224, the bill would still raise the question here mooted against the
board of trade and its directors. The solicitor general has appeared on
behalf of the government and argued the case in full on all the issues. Our
conclusion as to the validity of the act will, therefore, have the same effect
as did the judgment of the court in respect to the income-tax law in Pollock
v. Farmers' Loan & Trust Co. (157 U. S. 429), to which the government was
not a party but in which the attorney general on its behalf was heard as
amicus curiae."
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That this is the effect of the decision in Hill v. Wallace is pointed out in
the recent decision of the circuit court of appeals of the seventh circuit.
(Reinecke Collector, v. Peacock, 3 Fed. (2d), 583.)
In Dodge v. Osborne (240 U. S., 118) and Dodge v. Brady (240 U. S., 122)
the lower court was upheld in denying injunctive relief. In the former of
these two cases the action of the lower court in affirming the action of the
trial court in sustaining a motion to dismiss the complaint for want of juris
diction because the complainant had adequate remedy at law and because of
the provisions of section 3224 was sustained, the court saying:
“And this doctrine has been repeatedly applied until it is no longer open to
question that a suit may not be brought to enjoin the assessment or collection
of a tax because of the alleged unconstitutionality of the statute imposing it.
(Shelton v. Platt, 139 U. S., 591; Pittsburg, etc., Ry. v. Board of Public Works,
172 U. S., 32; Pacific Whaling Co. v. United States, 187 U. S., 447, 451, 452.)
“But it is contended that this doctrine has no application to a case where,
wholly independent of any claim of the unconstitutionality of the tax sought
to be enjoined, additional equities sufficient to sustain jurisdiction are alleged,
and thus, it is asserted, being such a case, falls within the exception to the
general rule. But conceding for argument's sake only the legal premise upon
which the contention rests, we think the conclusion that this case falls within
such exception is wholly without merit, since after an examination of the com
plaint we are of the opinion that no ground for equitable jurisdiction is
alleged.. It is true the complaint contains averments that unless the taxes
are enjoined many suits by other persons will be brought for the recovery of
the taxes paid by them, and also that by reason of Revised Statutes, section
3187, making the tax a lien on plaintiff’s property the assessment of the taxes
would constitute a cloud on plaintiff's title. But these allegations are wholly
inadequate under the hypothesis which we have assumed, solely for the sake
of argument, to sustain jurisdiction, since it is apparent on their face they
allege no ground for equitable relief independent of the mere complaint that
the tax is illegal and unconstitutional and should not be enforced—allegations
which if recognized as a basis for equitable jurisdiction would take every case
where a tax was assailed because of its unconstitutionality out of the pro
visions of the statute and thus render it nugatory, while it is obvious that that
statute plainly forbids the enjoining of a tax unless by some extraordinary
and entirely exceptional circumstance its provisions are not applicable." [Italics
are those of this, and not the supreme Court.]
In Dodge v. Brady the bill of complaint attacked the constitutionality of
the revenue tax law in the trial court. After the denial of injunctive relief a
supplemental bill was filed alleging that the tax had been paid the collector and
praying its recovery, but without an appeal to the commissioner of internal
revenue for refund. The defendant moved for a dismissal of the supplemental
bill for want of jurisdiction in the court, under section 3224, Revised Statutes.
The lower court dismissed the bill upon the latter ground, and was sustained
therein by the supreme court, the reason, in part, being stated:
“We think that this case is so exceptional in character as not to justify us
in holding that reversible error was committed by the court below in passing
upon the case upon its merits ...”
It is obvious that the needs of government are instant and supreme. The
taxes paid are for the benefit of all; the convenience of the one or class must
yield to the needs and convenience of the government. Doubtless the desig
nation of that which is taxable is a legislative function and not executive, and
an attempt by the executive arm of the Government to exact income, at least
in the absence of express statutory authority, from the property of the state
devoted strictly to the maintenance of the ordinary functions of state govern
ment will warrant the courts in treating an imposition as no tax, and enjoin
its collection; as was done in the case of the United States v. King County,
Wash. (281 Fed., 686), in which the circuit court of appeals for this district
and circuit held the maintenance and operation of a ferry, by the. county,
was the exercise of a strictly governmental function, protected against tax
ation by the federal constitution; and a tax upon persons paying the ferry
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transportation charges necessary for the county to maintain the ferry was an
interference with and burden upon the governmental functions of the state.
In South Carolina v. United States (199 U. S., 437 at 461) the court said:
“These decisions, while not controlling the question before us, indicate that
the thought has been that the exemption of state agencies and instrumentali
ties from national taxation is limited to those which are used by the state in
carrying on of an ordinary private business.”
To attempt to tax a state highway, with its bridges, and ferries, which are
absolutely essential to the freedom and liberty of its citizens, is a vastly differ
ent thing in principle from the taxation of the income of individual employees
of a municipal street-car system, operated as a business upon the state’s
highways. Section 213 of title II, part II of the revenue act of November
23, 1921, in part provides, pages 237 and 238 (pt. 1, Stat. at large, 1923-1924,
p. 267, sec. 213):
“That for the purpose of this title (except as otherwise provided in sec. 233)
the term ‘gross income’ . . . does not include the following items, which
shall be exempt from taxation under this title ... (7) income derived from
any public utility or the exercise of any essential governmental function and
accruing to any state, territory, or the District of Columbia or any political subdi
vision of a state or territory, or income accruing to the government of any possession
of the United Slates, or any political subdivision thereof." [Italics are those of
this court, and not of the act.]
This court agrees with Judge Simons in his holding in Frey v. Woodworth,
supra, that congress by this legislation intended, as stated, alone to exempt
income “accruing to the state, etc.,” and not the income of employees of the
utility. It will be noted in the exemption provided for in subsection 7, income
accruing to any state, etc., is coupled with a like exemption of income ac
cruing to the government. By subsection A (sec. 213 of the act, 42 Stat. at
large, 238) it is provided that the salaries of all officers and employees of the
United States, or its political subdivisions, including the District of Columbia,
whether elected or appointed, are declared taxable, including in the case of the
President and judges of the supreme court and inferior courts of the United
States, the compensation received as such. In so far as the last-named officers
are concerned, it has been held that under the constitution their compensation
is not taxable (Art. III, sec. 1, of the United States constitution, and authori
ties cited in note 211, page 14015, U. S. Comp. Stat.). But the question in the
present case remains unaffected by reason of there [not] being any question
upon this point.
There being no express provision exempting the incomes of employees of such
public utilities, the executive branch of the government should not be enjoined
from collecting such income in advance of a final and authoritative determi
nation that such income is exempt; for if the collector be so enjoined, and
eventually it be finally determined that such income is taxable, there would
be danger that much of the income, the collection of which was enjoined, would
be lost to the United States; and in any event, delay and additional expense in
its collection incurred; all of which would be avoided by a strict compliance
with sections 3424 and 3426 as amended. (Rock Island, Arkansas & Louisiana
R. R. Co. v. United States, 254 U. S., 141; Graham, etc., v. du Pont, 262 U. S.,
234.)
Motion to dismiss granted.
(T. D. 3703—May 13, 1925)

Basis for determining gain or loss—Revenue Act of 1918—Decision of Court
Income Tax—Revenue Act of 1918—Decision

of

Supreme Court

1. Gains and Losses—Deductions—March i, 1913, Value.
No deductible loss is sustained under the provisions of the revenue act of
1918 where property purchased prior to March 1, 1913, is sold thereafter for
more than cost but less than the March 1, 1913, value.
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2. Cases Followed.
The cases of Goodrich v. Edwards (255 U. S., 527; T. D. 3174 [C. B. 4, 40])
and Walsh v. Brewster (255 U. S., 536; T. D. 3176 [C. B. 4, 41]) followed.
The following decision of the supreme court of the United States in the case
of United States v. Flannery et al., Executors of the Estate of Janies J. Flannery, is
published for the information of internal revenue officers and others concerned.
Supreme Court of the United States
The United States, appellant, v. Harriet Rogers Flannery and J. Rogers Flannery,
Executors of the Estate of James J. Flannery, Deceased

[April 13, 1925]
Mr. Justice Sanford delivered the opinion of the court.
James J. Flannery bought, prior to March 1, 1913, certain corporate stock
for less than $95,175. Its market value on March I, 1913, was $116, 325. He
sold it in 1919 for $95,175—that is, for more than cost. He died in March, 1920.
The executors of his estate in returning his income for the year 1919 deducted,
as a loss, the difference between the market value of the stock on March 1,1913,
and the price received. The commissioner of internal revenue disallowed the
loss claimed, and an additional tax was assessed. The executors paid this
under protest, and thereafter, a claim for refund having been denied, brought
this action in the court of claims to recover the amount paid. Judgment was
rendered in their favor. (59 Ct. Cls., 719).
The question presented is whether, under the income tax provisions at the
revenue act of 1918, a deductible loss was sustained by the sale of the stock
in 1919 for more than it had cost, by reason of the fact that on March 1, 1913,
between the dates of purchase and sale, it had a market value greater than
the sale price.
This act provided that net income should include "gains” derived from
sales or dealings in property (secs. 212 (a), 213 (a)); that there should be
allowed as deductions “losses” sustained during the taxable year "incurred
in any transaction entered into for profit” (sec. 214 (a)); and that “for the
purpose of ascertaining the gain derived or loss sustained from the sale or
other disposition of property . . . the basis shall be (1) in the case of property
acquired before March 1, 1913, the fair market price or value of such property
as of that date; and (2) in the case of property acquired on or after that date,
the cost thereof ...” (sec. 202 (a)).
The United States contends that under section 214 (a) there was no de
ductible loss whatever unless the taxpayer had sustained an actual “loss" in
the entire transaction by selling the property for less than it had cost; and that
the effect of section 202(a) was merely that if such an actual loss had been sus
tained in selling property acquired before March 1, 1913, only so much thereof
could be deducted as was sustained after the latter date; that is, the difference
between the market value on that date and the sale price.
The executors contend, on the other hand, that section 202(a) established
the market value of such property on March 1, 1913, as the sole basis for ascer
taining the loss sustained, without regard to its actual cost; and that if such
market value was higher than the sale price, this conclusively determined that
there had been a deductible “loss” in the transaction, and fixed the amount
thereof at the difference between the market value on that date and the sale price.
It is clear, in the first place, that the provisions of the act in reference to
the gains derived and the losses sustained from the sale of property acquired
before March 1, 1913, were correlative, and that whatever effect was intended
to be given to the market value of property on that date in determining taxable
gains, a corresponding effect was intended to be given to such market value in
determining deductible losses. This conclusion is unavoidable under the
specific language of section 202(a) establishing one and the same basis for
ascertaining both gains and losses.
Taking this as a premise, we think that the question of determining taxable
gains is concluded, in accordance with the contention of the government, by the
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decisions of this court in Goodrich v. Edwards (255 U. S., 527) and Walshv.
Brewster (255 U. S., 536). These cases, which were decided in 1921, arose under
the income-tax provisions of the revenue act of 1916. That act provided, as
did the Act of 1918, that the “gains” derived from sales or dealings in property
should be included in net income, and also that the losses actually sustained in
transactions entered into for profit should be allowed as deductions. In the
act of 1916, however, the provisions for the ascertainment of the gains derived
and losses sustained from the sale of property were not contained, as in the act of
1918, in one provision, but in separate clauses of the same tenor and effect as the
combined provision in the act of 1918. Section 2 (c) provided that: “For the
purpose of ascertaining the gain derived from the sale or other disposition of
property . . . acquired before” March 1, 1913, “the fair market price or value
of such property as of” March 1, 1913, “shall be the basis for determining the
amount of such gain derived. ” The correlative clause relating to the ascertain
ment of loss was in precisely the same language except that the words “the loss”
and “loss sustained” were used instead of the words “the gain” and “gain
derived.”
In Goodrich v. Edwards, supra, in the second transaction involved, the tax
payer had acquired in 1912 certain corporate stock of the then value of $291,600.
Its market value on March 1, 1913, was only $148,635.50. He sold it in 1916
for $269,346.25, being $22,253.75 less than its value when acquired, but $120,
710.75 more than its value on March 1,1913. A tax was assessed on the latter
amount, which was sustained by the trial court. The government confessed
error in this judgment. After reciting this fact and setting forth the pertinent
provisions of the act, this court, in reversing the judgment, said:
“It is . . . very plain that the statute imposes the income tax on the pro
ceeds of the sale of personal property to the extent only that gains are derived
therefrom by the vendor, and we therefore agree with the solicitor general that
since no gain was realized on this investment by the plaintiff in error no tax
should have been assessed against him. Section 2 (c) is applicable only where a
gain over the original capital investment has been realized after March 1,1913,
from a sale or other disposition of property. ”
This case was followed by Walsh v. Brewster, supra. In the first transaction
there involved the taxpayer had purchased bonds in 1899 for $191,000, which
he sold in 1916 for the same amount. Their market value on March 1, 1913,
was $151,845. A tax was assessed on the difference between the latter amount
and the selling price, namely, $39,155. This tax was held invalid, under the
authority of Goodrich v. Edwards, on the specific ground that “the owner of the
stock did not realize any gain on his original investment by the sale in 1916. ”
In the second transaction involved the taxpayer had purchased certain bonds in
1902 and 1903 for $231,300, which he sold in 1916 for $276,150. Their market
value on March 1, 1913, was $164,480. A tax was assessed upon the difference
between the selling price and the market value of the bonds on March 1, 1913.
It was held, however, that “since the gain of the taxpayer was only the difference
between his investment of $231,300 and the amount realized by the sale, $276,150,” under the authority of Goodrich v. Edwards, “he was taxable only on
$44,850, ” the difference between the purchase and sale prices.
These decisions are equally applicable to the act of 1918. There is no differ
ence in substance between the language of the two acts in respect to the as
certainment of the gain derived or loss sustained from the sale of property
acquired before March 1, 1913; and the correlative nature of these two pro
visions is emphasized in the act of 1918 by their combination in one and the
same sentence. As it was held in these decisions that the act of 1916 imposed
a tax to the extent only that gains were derived from the sale, and that the
provision as to the market value of the property on March 1, 1913, was ap
plicable only where a gain had been realized over the original capital invest
ment, so we think it should be held that the act of 1918 imposed a tax and
allowed a deduction to the extent only that an actual gain was derived or an
actual loss sustained from the investment, and that the provision in reference
to the market value on March x, 1913, was applicable only where there was such
an actual gain or loss; that is, that this provision was merely a limitation upon
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the amount of the actual gain or loss that would otherwise have been taxable
or deductible.
We can not sustain the contention that the decision in Goodrich v. Edwards
is not entitled to controlling weight in the matter of deductible losses because
of the government’s confession of error, or because it involved the question of
taxable gains, as to which it is said, that under a different construction of the
act a grave constitutional question would have arisen which could have no
application to the question of deductible losses. The decision shows that it
was not based on the confession of error or on any constitutional question, but
upon the conclusion that, as a matter of construction, it was “very plain” that
the statute imposed a tax upon the proceeds of sales “to the extent only that
gains are derived therefrom by the vendor.” The language of the opinion is
specific and unambiguous; it embodied the reasoned judgment of the court as
to the proper construction of the act; and it applies equally to the construction
of the similar provisions of the act of 1918, relating to gains and losses alike.
This was recognized by the treasury department, which promptly amended
its former regulations by incorporating therein “the rule announced by the
supreme court in the cases of Goodrich v. Edwards and Walsh v. Brewster
respecting the basis for the determination of taxable gains or deductible losses
in the case of property acquired prior to March 1,1913, and sold or disposed of
subsequent thereto.” (23 T. D. 763, 764.) To the same effect is the opinion
thereafter given to the secretary of the treasury by the attorney general in
reference to taxable gains and deductible losses under both of the acts. (33
Op. Atty. Gen., 291.) And, it may be noted, a like construction has been inde
pendently given by the courts of New York, without reference to any constitu
tional question, to the income-tax law of that state, in which the provisions
relating to gains derived and losses sustained from the sale of property, are a
substantial transcript of those of the act of 1918, except that January 1, 1919,
is substituted for March 1, 1913; this construction being embodied in a series
of decisions, the first of which, relating to taxable gains, was written before
those in Goodrich v. Edwards and Walsh v. Brewster were announced. (Peo
ple ex rel. Klauber v. Wendell, 196 App. Div., 827 (affirmed, without opinion,
232 N. Y., 549); People ex rel. Keim v. Wendell, 200 App. Div., 388; Re Appli
cation of Bush, 206 App. Div., 800.)
It is unnecessary to consider in detail, as in a matter of first impression,
various contentions urged in behalf of the executors in respect to the construc
tion that should be given to the provisions of the act of 1918 in reference to
deductible losses. For the reasons stated we think that the question should be
resolved according to the earlier decisions; and nothing has been suggested
which disposes us to depart from them now. Decisions affecting the business
interests of the country should not be disturbed except for the most cogent
reasons. (National Bank v. Whitney, 103 U. S., 99, 102.)
Since Flannery sustained no actual loss in the transaction in question, having
sold the stock for more than it had cost, his executors were not entitled to the
deduction which they claimed because it was sold at less than its market value
on March 1, 1913.
The judgment of the court of claims is accordingly reversed.
(T. D. 37.5—May 15, 1925)

Basis for determining gain or loss—Revenue Act of 1918—Decision of Court

1. Gains and losses—Deductions—March 1, 1913, Value.
No deductible loss is sustained under the provisions of the revenue act of
1918 where property purchased prior to March 1,1913, is sold thereafter for
more than cost but less than the March 1, 1913, value.

2. Cases Followed.
The cases of Goodrich v. Edwards (255 U. S., 527; T. D. 3174 [C. B. 4,40],
Walsh v. Brewster (255 U. S. 536; T. D. 3176 [C. B. 4,41]), and United Stales
v. Flannery el al. (T. D. 3703 [see page 6]), followed.
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The following decision of the United States supreme court in the case of
McCaughn, Collector, v. Charles H. Ludington is published for the information
of internal revenue officers and others concerned.
Supreme Court of the United States
Blakely D. McCaughn, Collector of Internal Revenue, petitioner, v. Charles H.
Ludington
On writ of certiorari to the United States circuit court of appeals for the third
circuit

[April 13, 1925]
Mr. Justice Sanford delivered the opinion of the court.
This case arises under the income-tax provisions of the revenue act of 1918,
and presents another aspect of the question relating to deductible losses sus
tained from the sale of property acquired before March 1, 1913, which was
involved in United States v. Flannery, No. 527, just decided [see page 6].
Ludington bought, prior to March 1, 1913, certain corporate stock for $32,
500. Its market value on March 1,1913, was $37,050. He sold it in 1919 for
$3,866.91, which was $28,633.09 less than its purchase price and $33,183.09
less than its market value on March 1, 1913. In his income-tax return he
deducted the latter sum as the amount of his loss on the sale of the stock.
The commissioner of internal revenue reduced the amount of the deduction
to the actual loss of $28,633.09, and assessed an additional tax against him.
He paid this tax under protest, and, after the usual preliminary procedure,
brought this suit against the collector in a federal district court in Pennsyl
vania to recover the amount so paid. Judgment was entered for the defend
ant. (290 Fed., 604.) This was reversed by the court of appeals. (1 Fed.
(2d), 689.) And this writ of certiorari was granted. (266 U. S., 599.)
The case is governed by the decision in United States v. Flannery, supra.
It was there held, on the authority of Goodrich v. Edwards (255 U. S., 527)
and Walsh v. Brewster (255 U. S., 536), that the act allowed a deduction to
the extent only that an actual loss was sustained from the investment, as
measured by the difference between the purchase and sale prices of the prop
erty. It follows that as the actual loss to Ludington in the entire transaction
was the difference between the purchase and selling prices—that is, $28,633.09
—he was only entitled to deduct this amount, and not the difference of $33,183.09 between the market value on March 1, 1913, and the selling price.
This is in exact correspondence with the decision in Walsh v. Brewster, supra,
in reference to the second transaction there involved, in which it was held that
the taxable gain derived from the sale of property was only the difference
between the purchase and selling prices, and not the difference between the
market value on March 1, 1913, and the selling price.
So under the income-tax law of New York, which, as pointed out in United
States v. Flannery, is a substantial transcript of the revenue act of 1918, except
that January 1, 1919, is substituted for March 1, 1913, it was specifically held,
in a case precisely similar to the present, that the loss deductible by the tax
payer was limited to the difference between the purchase and selling prices,
although on January 1, 1919, the property had a higher value than when it
was purchased, and the loss if computed from that date would have been
greater than when computed from the purchase price. (People ex rel. Keim
v. Wendell, 200 App. Div., 388.)
The judgment of the district court is accordingly affirmed, and that of the
circuit court of appeals reversed.
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Examination in Accounting Theory and Practice—Part I (Concluded)
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The working papers on the following page were omitted from the published
solution of problem 5 which appeared in the July issue. These working
papers show the values resulting from application of correct exchange rates m
the conversion of the balance-sheets of the foreign subsidiaries.

No. 6 {25 points):
A series of 5% bonds totalling $100,000 is issued, dated January 1, 1925,
redeemable at par by ten annual payments of $10,000 each, beginning De
cember 31, 1935. What equal annual sinking fund is required to be provided
on a 4% basis to pay off the bonds as they mature?
The first payment to the sinking-fund trustees is to be made December 31,
1925, and annually thereafter.
What is the status of the sinking fund on December 31,1934,1935 and 1936?

Given at 4%: (1+i)10 1.48024428 (1+i)20 2.19112312
v10 .67556417
v20 .45638695
at 5%: (1 +i)10 1.6288946 (1 +i)20 2.6532977
v10 .6139133
v40 .3768895

Solution:
The problem requires the computation of the sum to be deposited in a sinking
fund at the end of each of twenty years which, accumulating at 4% compound
interest, will be sufficient to provide for the withdrawal, during each of the last
ten years, of annual sums of $10,000 each to be applied to the retirement of an
equal amount of the principal of the bonds.
The peculiar feature of the problem, and the feature which causes difficulty,
is the fact that the instalments are to be made during twenty years, while
withdrawals are to be made during each of the last ten years, the result being
that at the end of the twentieth year there will be nothing in the fund, instead,
as is usual in the case of sinking funds, of a fund equal to the principal of the
bonds to be paid.
The computation may be made in either of two ways; one, by working with
present values, and another by working with amounts. The solution using
present values will be given first.
If a single sum were to be invested at the beginning of the eleventh year,
to be compounded annually at four per cent, and to be withdrawn in ten equal
instalments at the end of the eleventh and each succeeding year, this single
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$99,100

$112,245

Eliminations

$142,900

138,300(A)

$4,600 (B)

$142,900

250(B)

$24,300 (A)
114,000 (A)
4,350 (B)

37 ,645

$30,800

4,200

91,600

$112,120
3,425

Consolidated

It will be noted that, by this method, there is a surplus of the British and French companies combined in the amount of $37,645,
instead of, under the treasurer’s method, no subsidiary surplus and an improper charge of $37,300 to the fixed-asset accounts.

97,450
78,495

Capital:
Stock and surplus..................................................................

$250
1,400

$99,100

$90,250
1 ,250
7,600

French

$4,350
29,400

$112,245

84,000
4,200

2,175

$21,870

British

Liabilities
Current liabilities:
To parent company .......................................................
T o others................................................................................

Fixed assets:
At date of incorporation.......................................................
Acquired during 1923............................................................
Current assets................................................................................
Deferred charges.....................................................................

114,000
4.350
250

$24,300

December 31, 1923
American

Investment in stock of British company .....................
Investment in stock of French company ....................................
Due from British company ..........................................................
Due from French company ..........................................................

Assets

Consolidated Working Papers— Suggested Method
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sum would be the present value of an ordinary annuity of ten rents of $10,000
each. This present value is computed as follows:
.67556417 is the present value of 1 due 10 periods hence at 4%.
1-.67556417 = .32443583 compound discount.
.32443583 ÷ .04 = 8.1108957 present value of annuity of 1.
$10,000 x 8.1108957=$81,108.96 single investment which could be made at
the beginning of the eleventh year, and
which would be sufficient to provide for
ten withdrawals of $10,000 each, at the
dates when bonds are payable.
Now if a single sum were to be invested at the beginning of the first year, to
be compounded annually at four per cent, and to be withdrawn in ten equal
instalments at the ends of the eleventh to twentieth years inclusive, this single
sum would be the present value of $81,108.96, due ten periods hence, or

$81,108.96 x .67556417=$54,794.31 the sum which would have to be de
posited at the beginning of the first
year.

Now if a single investment of $54,794.31 would be sufficient to provide for
the withdrawal of ten rents of $10,000 each during the last ten years, it would
also be sufficient to provide for the withdrawal of twenty annual rents which
could be put into a sinking fund in accordance with the terms specified. That
is to say, $54,794.31 is the present value of an annuity of twenty payments of
unknown amounts, at 4%, and these unknown amounts or rents are the sink
ing-fund contributions required by the problem. The annual contribution
can therefore be computed by dividing $54,794.31 by the present value of an
annuity of 1 for twenty periods at four per cent.

.45638695 is the present value of 1, due 20 periods hence at 4%.
1-.45638695 = .54361305 compound discount.
.54361305÷.04=13.590326 present value of annuity of 20 rents at 4%.
$54,794.31÷13.590326=$4,031.86 annual sinking-fund contribution to be
made during each of 20 years.
The second computation, working with amounts instead of present values,
is as follows: If, instead of withdrawing each of the ten amounts of $10,000 at
the end of the eleventh to twentieth years, inclusive, these amounts were allowed
to remain in the sinking-fund, the fund would amount at the end of the twen
tieth year to $100,000 plus the interest which, under the plan actually adopted,
is lost on the amounts withdrawn. Or, stated in another way, the fund would
be equal to the sum of the ten withdrawals plus compound interest thereon.
Or, stated in still another way, the fund would be equal to the amount of an
annuity of ten rents of $10,000 each, compound at 4%. This amount is com
puted as follows:

1.48024428 amount of 1 at 4% for 10 periods.
1.48024428 — 1 = .48024428 compound interest.
.48024428÷.04 = 12.006107 amount of annuity of 1.
$10,000 x 12.006107=$120,061.07 amount which would be in the fund.
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The problem now becomes one of finding what contribution during each of
twenty years would provide an amount of $120,061.07.
2.19112312 amount of 1 at end of 20 periods at 4%.
2.19112312 — 1 = 1.19112312 compound interest.
1
.19112312÷.04=29.778078 Amount of annuity of 1 for 20 periods.
$120,o6i.o7-i-29.778o78=$4,031.86 Annual contribution.
The problem also requires a statement of the status of the fund at December
31, 1934, 1935, and 1936; that is, at the end of the tenth, eleventh and twelfth
years. These amounts are shown in the following computations, the table
being carried to the end of the twentieth year in order to prove the work.
The amount at the end of the tenth year is the amount of an ordinary
annuity of ten rents.
$4,031.86 Annual contribution.
Multiply by 12.006107 Amount of annuity of 1 for 10 periods.

$48,406.95

Amount in fund at end of tenth year.

Sinking-fund table

End of Sinking-fund
contribution
year

Interest
for year

Fund before
withdrawal

$1,936.28
1,775.00
1,607.28
1,432.84
1,251.43
1,062.76
866.55
662.48
450.26
229.54

$54,375.09
50,181.95
45,821.09
41,285.79
36,569.08
31,663.70
26,562.11
21,256.45
15,738.57
9,999-97

Withdrawal

IO

11
12
13
14
15
16
17
18
19
20

$4,031.86
4,031.86
4,031.86
4,031.86
4,031.86
4,031.86
4,031.86
4,031.86
4,031.86
4,031.86

$10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
10,000.00
9,999-97

Fund after
withdrawal

$48,406.95
44,375.09
40,181.95
35,821.09
31,285.79
26,569.08
21,663.70
16,562.11
11,256.45
5,738.57
0

Accounting Theory and Practice—Part II
may 15,1925,1 p. m. to 6 P. M.
The candidate must answer all the following questions;
No. 1 (32 points):
The Rollins company, manufacturing one main product “X” from which
are recovered two by-products “ Y” and “Z”, maintains a number of processing
departments and a selling branch. Product “X” is shipped to the selling
branch as manufactured and billed at cost. “Y” is shipped as recovered to
an affiliated company which is billed for it on the basis of a yearly contract
price of $20 per ton. “Z” is held in stock pending instructions from the selling
branch.
Three raw materials, “R”, “S” and “T”, are used. These when acquired
are held in store until requisitioned.
The manufacturing process passes through five consecutive stages. In
department A, materials “R” and “S” are received from store in equal daily
quantities which are combined in equal amounts by weight. At the comple
tion of the process in this department, by-product “Y” (equal to ten per cent
of the materials processed) is drawn off and shipped direct to the purchasing
company as explained above. Eighty per cent by weight of the total ingredi
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ents is piped to department B, at a constant rate, for further treatment. The
remaining ten per cent of the original materials represents evaporation loss in
this department.
In department B, material is received from A in the proportion of 4 tons of
the mixture to each ton of material “T” issued. The process used in B is
complicated and requires several days. While the process is continuous and
the mix is effected and delivered to department C at a constant rate, there are
always, approximately, 100 tons of the mix in process in the retorts of this
department when the plant is being operated to capacity.
In department C, ingredients to the amount of ten per cent of the total mix
are separated and transferred to department D, where, after further refine
ments involving a ten per cent loss, the by-product “Z” is recovered. The
processes in both departments C and D require only a short time and are
continuous, so that, ordinarily, at the close of each day no goods in process
remain in either.
The main product, equal to ninety per cent of the materials handled in
department C, goes to department E where it is stored until the manufacturing
process is completed by grinding and packing.
On January 1st the plants resumed operations, after a month’s shut-down
for general overhauling, and when the processing was begun again were run to
capacity throughout the month.
A summary of the inventories on hand at the beginning of the month was
as follows:
Raw materials:
“R”
100 tons
$5,200 (cost)
Goods in process:
None
Finished goods:
Product “X” boxed and ready for
shipment to the selling branch
4,210 (cost)
Product “Z”
10 tons
820 (market)
During the month of January, the purchases of raw materials were:
“R”
300 tons
$7,200
“S”
500 ”
2,500
“T”
120 ”
4,800
Issues of materials at cost for the same period were:
"R”
$11,200
“S"
1,75o
4,000
Total
Analysis of payrolls for the month shows:
Total hours
Department
A............... ... 6,000
B............... ... 7,000
C............... ... 3,600
D............... ... 1,200
E............... ... 5,000

Totals . ...

22,800

$16,950
Total wages
$ 2,400
4,200
3,600
840
2,500
$13,540

Departmental burden, amounting to $11,400, was distributed to the depart
ments on the basis of labor hours.
On February 1st, there were on hand 46 tons of product “Z” which can be
sold at the current market for $75 per ton. None of the product has been
sold or shipped during the month.
All of product “X” completed during the month of January, amounting to
200 tons, together with that on hand at the beginning of the month, ready for
shipment, has been delivered to the selling branch.
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You are required:
(a) To make a summary of all inventories as at February 1st, showing both
tonnage and value of the goods in process remaining in each de
partment
(b) To give the billing price per ton of product "X” manufactured during
the month.
Solution:
The first step in the solution is to determine the quantities of the various
raw materials used during the month. These quantities are determined as
follows:
Rollins Company

Summary of raw-material accounts for the month of January, 192Tons
Amount
Price
Raw material “R”:
Inventory, January 1........................ ... 100
$52.00
$5,200.00
Purchases............................................ ... 300
7,200.00
24.00

Total.................................... ...

400

Issued:
From inventory of January 1.. ....
From January purchases........... ...

100
250

Total.................................... ...

350

$12,400.00
$52.00
24.00

$5,200.00
6,000.00
$11,200.00

Inventory, February 1...................... ...

50

$24.00

$1,200.00

Raw material “S”:
Purchases............................................ ...
Issued.................................................. ...

500
350

$5.00
5.00

$2,500.00
1,750.oo

Inventory, February 1...................... ...

150

$5.oo

$750.00

Raw material “T”:
Purchases............................................ ...
Issued.................................................. ...

120
100

$40.00
40.00

$4,800.00
4,000.00

20

$40.00

$800.00

Inventory, February 1........................

The second step is to ascertain the amount of burden chargeable to each
department. This is determined as follows:

Rollins Company
Distribution of departmental burden, Month of January, 192Department

Labor hours

Burden chargeable on
basis of labor hours

A.........................................
B........................................
C.........................................
D........................................
E.........................................

6,000
7,000
3,600
1,200
5,000

$3,000
3,500
1,800
600
2,500

Total,........................

22,800

$11,400
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The operating statements of the various departments for January are as
follows:
Department A

Tons
350
350

Price
$32.00
5.00

Amount
$11,200
1,750
2,400
3,000

Total..........................................................
Less by-product “Y” at selling price..........

700
70

$26.21
20.00

$18,350
1,400

Balance.............................................................
Evaporation losses...........................................

630
70

$26.90
..........

$16,950

Product of department A................................
Piped to department B...................................

560
400

$30.27
30.27

$16,950
12,108

Inventory, department A, Feb. 1..................

160

$30.27

$4,842

Raw material “ R ”......................................
Raw material “S”...........................................
Labor.................................................................
Burden..............................................................

The quantity of product of department A piped to department B is deter
mined as follows. The problem states that in department B, material is
received from A in the proportion of 4 tons of the mixture to each ton of
material “ T ” issued. The foregoing summary of raw-material accounts shows
that 100 tons of raw material “T” was issued. Hence 400 tons of the mixture
of department A must have been piped to department B.

Department B
Tons

Price

Amount

Material from department A..........
Raw material “T”...........................
Labor.................................................
Burden ...........................................

400
100

$30.27
40.00

$12,108.00
4,000.00
4,200.00
3,500.00

Total..........................................
Delivered to department C.............

500
400

47.61
49.33

$23,808.00
19,730.90

Inventory in department B, Feb. 1

100

40.77

$4,077.10

The method of determining the cost of product delivered to department C
and that remaining in inventory requires explanation. While 500 tons of
ingredients are introduced into the process, only 400 tons of ingredients are
taken out, the balance, 100 tons, remaining in process. In the absence of
information to the contrary it must be assumed that the 100 tons in process
average fifty per cent completed. In that case it is unlikely that in a half
completed state these goods in process have incurred all the labor and burden
charges incident to the process. For this reason the labor and burden charges
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applicable to department B are distributed over 400 tons fully processed and
100 tons fifty per cent processed. Material costs are of course distributed
according to weight. In the following summary the material costs are divided
between finished product and product in process in the ratio of 400/500 and
100/500, while the labor and burden costs are divided in the ratio of 400/450
and 50/450.
Product
Finished
in process
Total
product
Material......................... ...................... $12,886.40 $3,221.60 $16,108.00
4,200.00
466.65
Labor.............................. ......................
3,733-35
3,500.00
388.85
Burden........................... ......................
3,111.15

Total..............................................

$19,730.90

$4,077.10

$23,808.00

Department C
Price

Amount

Material from department B..........................
Labor.....................................................
Burden.............................................................

400

$49 33

$19,730.90
3,600.00
1,800.00

Total..........................................................

400

62.83

$25,130.90

Transferred to department D........................

40

62.83

2,513.09

Transferred to department E.........................

360

62.83

$22,617.81

Price

Amount

Tons

Department D

Tons
40

$62.83

$2,513.09
840.00
600.00

Total..........................................................

40

98.83

$3,953 09

Loss...................................................................

4

Balance..............................................................
Inventory, Jan. 1—at market........................

36
IO

109.81
82.00

$3,953.09
820.00

Total..........................................................

46

103.76

$4,773.09

Material from department C................ ..
Labor.................................................................
Burden..............................................................

Excess of cost of by-product Z over market
value, transferred to department E as
additional cost of main product X.
Inventory of by-product Z, Feb. 1................
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By reference to the preceding statement of operating costs of department C,
it will be noted that the cost of the mixture passed on to the succeeding de
partments for conversion into the main product was reduced by an amount of
$2,513.09, the proportionate cost of the mixture going into the by-product.
But after this by-product has been completed it is found that its market value
is less than its cost. This loss may be taken as a loss on the by-product, or it
may be taken as a correction of the value placed on the ingredients credited in
department C against the cost of the main product. The nature of this cor
rection may perhaps be more clearly shown as follows:
Market value of 46 tons of by-product Z........................................
Less market value of inventory over from Jan, 1:
10 tons at $75.00.........................................................................

$3,450.00

Remainder—market value of 36 tons produced in January

$2,700.00

Costs of completion in department D:
Labor................................................................... $840.00
Burden.................................................................. ...
600.00
Net amount realizable from material taken from de
partment C.... -.....................................................................

750.00

1,440.00

$1,260.00

Amount credited in department C to cost of main prod
uct for material transferred to by-product........................ $2,513.09
Less amount realizable therefor.........................................................
1,260.00

Loss...................................................................................................

$1,253.09

Loss in market value of inventory brought over from
Jan 1:
10 tons, dropped from $82.00 to $75.00, or $7.00
per ton...................................................................................

Total loss, taken as a correction of the cost of the main
product..................................................................................

70.00

$1,323.09

It is evident from the foregoing that the cost of the product X manufactured
in January has been affected to the extent of $70.00 by the drop in value of
by-product Z brought over from the beginning of the month. Perhaps this
is not strictly accurate, but if the procedure of correcting the cost of the main
product X on account of differences between the cost and realizable value of
by-product Z is adopted, it is probably not necessary to give consideration to
such refinements of theory as a distinction between losses on by-products
manufactured during the month and losses on by-products manufactured in a
preceding month.
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Department E
Tons

Price

Material from department C..................................
Excess of cost of by-product Z over market value,
treated as a correction of the cost of the main
product......................................................
Labor.........................................................................
Burden......................................................................

360

$62.83

Total..................................................................
Completed and shipped..........................................

360
200

80.39
91.50

$28,940.90
18,300.50

Inventory in department E, Feb. 1......................

160

66.50

$10,640.40

Amount
$22,617.81

1,323.09
2,500.00
2,500.00

Inasmuch as the problem states that material from department C is stored
in department E until completed, it is assumed that only the 200 tons com
pleted have received any processing in department E, and therefore the total
labor and burden costs in this department are charged to the 200 tons com
pleted, the 160 tons remaining in inventory being valued at the material cost
only. It may be that the 160 tons remaining in the inventory were partly
processed. In that case the 160 tons would be charged with a proportion of
labor and overhead, determined by a method similar to that used in depart
ment B.
The billing price per ton of product X manufactured during the month, is
shown above to have been $91.50.

Rollins Company

Summary of inventories, February 1,192—
Basis

Raw material "R”................................
Raw material “S”.................................
Raw material “T”.................................
Department A........................................
Department B........................................
By-product Z..........................................
Department E........................................

Cost
"
"

"
"
Market
Cost...

Tons

Price

50 $24.00
500
150
40.00
20
160
30.27
100
40.77
75.00
46
66.50
160

Amount
$1,200.00
750.00
800.00
4,842.00
4,077.10
3,450.00
10,640.40

Total................................................ $25,759.50
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No. 2

(14 points):
Two companies, A and B, enter into an agreement to develop mineral
properties at present owned by B. The agreement provides that A shall
furnish cash capital of $1,000,000 which is to be used in the development of
the properties, that the profits are to be shared equally but that B is to receive
the sum of $1,000,000 out of A’s share of profits before A receives any of the
profits.
It is estimated that the property will have a life of 20 years.
At the end of the first year of operation, the profits amounted to $600,000.
The accounting records relative to these transactions are kept by company B.
You are required to prepare journal entries giving effect to the above on the
books of company A and state how the liability for the $1,000,000 payable out
of earnings should be set up on company A’s balance-sheet.
Solution:
Before this problem can be solved it is Necessary to reach a conclusion on
each of two somewhat doubtful points. First, are the stated profits of $600,000
earned during the first year profits before or after depletion? If provision for
depletion is being made on B’s books, then the capital invested by A is being
kept intact, and A will receive his capital at the end of the period of operations,
in addition to receiving his share of the profits during the period. But if, on
the other hand, no provision is being made for maintenance of capital, then A
will not get back his capital at the end, and hence it will be necessary for him
to write off his investment gradually during the period of operations.
In favor of the assumption that depletion is being provided on B’s books it
may be noted that the problem says that the profits were $600,000 during the
first year. Now, strictly speaking, profits are not profits until after the pro
vision for depletion, and hence a literal interpretation of the problem would
lead to the conclusion that the $600,000 is after depletion. But on the con
trary it is necessary to remember that distributions may be made out of the
income realized from the operation of wasting assets without making provision
for depletion. That is to say, dividends may be paid equal to the actual
profits and the depletion provision. Joint ventures of the nature described in
this problem are usually conducted on this basis. For what would be the ob
ject of piling up a funded depletion reserve against the time of conclusion of
operations? And the participants would not be adequately safeguarded if the
persons operating the venture were allowed to withhold assets equal to the
depletion provisions without creating a segregated fund to be available in final
liquidation of the capital.
The next question is: Is there any difference between the million dollars
invested originally by A and the additional million dollars to be later paid by
him to B out of A’s share of the profits? Or to put the question more precisely,
assuming that depletion is being provided on B’s books with the expectation of
later returning to A the entire amount of his capital investment, does A have a
right to expect a return of the first million dollars and also of the second
million, or is only the first million to be regarded as returnable capital and the
second million as a non-returnable bonus to be paid to and retained by B in
consideration of his allowing A to share in the profits of the operation of the
mineral properties now owned by B?
These two questions are inter-related. If it is assumed that the entire
$2,000,000 is to be regarded as an investment and if it is also assumed that
depletion is being provided on B’s books, then A would have a right to set up
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and carry an investment account of $2,000,000 as an asset, which he could
expect to recover at the expiration of twenty years; and he could regard his
share of the joint earnings as income without making any provision on his books
for the extinguishment of his $2,000,000 investment. On this assumption, the
following would appear to be a proper solution:
Investment in mineral land venture...........................
Cash........................................................................
Contingent liability (etc.)...................................

$2,000,000

$1,000,000
1,000,000

To record investment of $1,000,000 cash in a joint
venture with B in certain (described) properties,
under a contract providing for equal participa
tion in profits, and for an additional investment
of $1,000,000 out of our share of the profits.

Contingent liability.......................................................
Profits from mineral land venture.......................

300,000

300,000

To take up our one half of the profits of the ven
ture, the same being retained by B in partial
liquidation of the liability for additional in
vestment.
In the balance-sheet the contingent liability of $700,000 remaining unpaid
could be deducted on the face of the statement from the $2,000,000 book
balance of the investment, carrying out $1,300,000 as the present actual
investment. The nature of the contingent liability should be clearly described.
An alternative method under this assumption would be to charge the invest
ment account and credit cash at the beginning of the year with only $1,000,000.
Then at the end of the year the profits would be taken up by charging the in
vestment account and crediting income with $300,000. The contingent
liability for the remaining $700,000 would be shown as a footnote.
If it is assumed that B is providing depletion on his books (as above) but
that only $1,000,000 is returnable to A at the end of twenty years, while the
remaining $1,000,000 is a bonus paid to B for the right to participate in the
profits, A would have to write off this second million dollars against the income
received by him during the twenty years. The entries would then appear to
be as follows:
Investment in mineral land venture...........................
Cash........................................................................

$1,000,000

$1,000,000

To record investment, etc.
Bonus to B.................................................................
Contingent liability (etc.)

To record the liability for payment of one million
dollars to B out of the first income of that
amount due us from the venture.
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At the end of the year the profits would be taken up and a portion of the
bonus would be written off, as follows:
Contingent liability (etc.).............................................
Profits from mineral land venture.......................
To take up our share of the profits from the ven
ture, the same being retained by B in partial
liquidation of the liability for additional com
pensation for the right to participate in the
profits.

$300,000

Profits from mineral land venture...............................
Bonus to B.............................................................
To write off against this year’s profits one twen
tieth of the bonus paid to B.

50,000

$300,000

50,000

This bonus should really be written off in proportion to the quantity of
mineral extracted; but as no information on this point is given in the problem,
the write-off is made on an equal annual basis.
On the balance-sheet, the investment account of $1,000,000 and the $950,000
balance of the bonus account would be added, and from the total would be
deducted the $700,000 balance in the contingent-liability account.
The alternative method of postponing any entry for the bonus until the
end of the year could also be applied here—that is, no entry for the bonus
would be made at the beginning of the year. At the end of the year the prof
its would be taken up by a debit of $300,000 to the bonus account. The
$50,000 would then be written off from this bonus account. The balancesheet would then show the $1,000,000 investment account plus the $250,000
balance in the bonus account. The contingent liability would be mentioned
in a footnote.
But if it is assumed that no depletion is provided on B’s books, then it is
immaterial what view is taken of the second million dollars payable by A, for
nothing is returnable to him at the end of the period of operations, and both
millions are sunk. Under that assumption it would be necessary to write off
one twentieth of two million dollars each year, and the entries would be:

Investment in mineral land venture...........................
Cash.........................................................................
Contingent liability (etc.).....................................

$2,000,000

Contingent liability.......................................................
Profit on mineral land venture.............................
To take up our share of the profit for the year, by
application against the contingent liability.

300,000

Profit on mineral land venture.....................................
Investment in mineral land venture....................
To write off one twentieth of the investment in the
venture, as no depletion is provided on B’s books.

143

$1,000,000
1,000,000

300,000

100,000
100,000

The Journal of Accountancy
The contingent liability would be shown by deduction on the asset side of
the balance-sheet, as above.
Another entirely different assumption is possible. A invests $1,000,000 and
shares equally in the profits after the first two million dollars. In other words,
the provision for the withholding of one million dollars by B is merely an
amendment of the equal profit-sharing agreement. On that assumption A
would charge the investment account with one million dollars and would make
no further entries until such time as he began to receive cash profits. At that
time he would debit cash and credit income and would write off depletion
against his profits, unless such depletion provisions were being made on B’s
books. On this assumption there would be no contingent liability to show, as
the provision for the withholding would be regarded as merely a qualification
of the profit-sharing agreement.
The editor favors the third solution given above. He is inclined to interpret
the contract as having followed negotiations somewhat as follows: B approaches
A with a proposition whereby A is to invest two million dollars for a half in
terest in the profits during twenty years, with the understanding that nothing
will be returnable to A at the end of that time because divisions of profits will
be made without provision for depletion. Of the amount thus paid by A, one
million dollars is to be used for business purposes, and the other million is to
go to B to compensate him for the rights which he regards as highly valuable.
But A is not convinced that it would be a good venture; whereupon B states
that he is so certain that the venture will be profitable that he is willing to wait
for his million dollars until A earns it out of the venture.
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Institute Examinations in Law
By Spencer Gordon

[The following answers to the questions set by the board of examiners of the
American Institute of Accountants at the examinations of November, 1924,
and May, 1925, have been prepared in response to request by The Journal of
Accountancy. These answers have not been reviewed by the board of
examiners and are entirely unofficial. They represent the personal opinions
of the author.—Editor, The Journal of Accountancy.]

COMMERCIAL LAW
November 14, 1924, 9 a.

m. to

12.30 p. m.

Maximum credit for each question answered is 10 points.
Give reasons for all answers.
NEGOTIABLE INSTRUMENTS

Answer three of the following four questions:

No. 1:
Taylor held Thompson’s note for $400. Taylor was indebted to Thompson
on an open account for $400. Taylor transferred the note to King in the usual
course of business for value. When due, King presented the note to Thompson,
who refused payment on the ground that Taylor owed to him, Thompson, an
amount equal to the note. Did Thompson, the maker, have a good defense?
Answer:
Thompson, the maker, did not have a good defense. The defense that
Thompson had against the payee was cut off by the transfer to King for value
in the usual course of business.
No. 2:
Styles made a note to Johnson dated January 1,1924, and due April 1, 1924.
The note contained no provision as to interest. The note was not paid by
Styles when due but it was allowed to run until September 1,1924, when Styles
paid it. Could Johnson collect any interest?

Answer:
Johnson could collect interest from April 1, 1924, the date of maturity, to
September 1, 1924. Where interest is not expressly reserved and the paper
matures at a time certain, it will draw interest from its maturity by operation
of law without prior demand. Interest before maturity, however, is recover
able only where the instrument expressly provides for interest, and inasmuch
as there is no express provision for the payment of interest on this note no
interest accrued before maturity.

No. 3:
McDonald becomes the holder in due course of a note purporting to have
been made by Knapp and bearing endorsements in blank by Abbott, Perrin
and Pringle. The maker’s name was forged. When due the note was duly
presented for payment, payment refused, and notice of dishonor given to all
parties. Could McDonald collect and from whom?
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Answer:
McDonald could recover from any one of the three endorsers. Each en
dorser warrants to all subsequent parties that the instrument is the genuine
article it purports to be and he is therefore bound by his endorsement to all
parties subsequent to him.
No. 4:

When should a draft be presented to the drawee for acceptance or payment?
Answer:
The negotiable-instruments law expressly provides that except as therein
otherwise provided the holder of a bill required to be presented for acceptance
must either present it for acceptance or negotiate it within a reasonable time,
and if he fails to do so the drawer and all endorsers are discharged.
Presentment for payment, of course, can not be made until the instrument
is due. In order to hold the endorser or drawer on a bill or note payable on
a fixed day, the holder must present the same for payment on the day on which
it is payable. Some few states allow three days of grace.
CONTRACTS

Answer two of the following three questions:
No. 5:

The A Company, a New York corporation, made a contract with the B
Company in Norway for its yearly supply of Norwegian cod-liver oil of certain
specifications. Payments for oil were to be made by drafts. A shipment of 200
barrels arrived in New York early in August, the A Company accepting a
draft for the purchase price payable September 1st and took the oil from the
steamer to its plant. The oil when tested (the testing process requiring about
10 days’ time) proved to be of lower grade than required by the specifications.
The A Company notified the B Company by cable of the defects, offered to
return the oil to the B Company and refused to pay the draft on September 1st,
(the draft being still held by the B Company). The B Company refused to
accept a return of the oil and sued for the purchase price claiming that the A
Company had accepted the oil. Did the A Company have a defense?
Answer:
The A Company has a good defense. The buyer is entitled to a reasonable
time within which to inspect the goods. The acceptance of the draft, if re
garded as an acceptance of the goods at all, is to be regarded as an acceptance
on condition that the goods are as specified. Here the buyer inspected the
goods within a reasonable time and found that they were not as specified in
the contract. The failure of the seller to make delivery in accordance with
the terms of the contract entitled the buyer to rescind the contract.
No. 6:

Jones and Chambers were both road-building contractors. Bids were called
for by the state of New Jersey for the building of a certain state road in that
state. Jones proposed to Chambers that Chambers refrain from bidding in
consideration of Jones’ refraining from bidding against Chambers on another
road soon to be built and an agreement was entered into to that effect. Jones,
however, entered a bid on both jobs and was awarded both contracts. Chambers
sued Jones for the profits made under the second contract alleging breach of the
agreement between them. Could Chambers recover?
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Answer:

Chambers could not recover. The rule is well settled in the United States
that agreements which in their necessary operation upon the occasion of
contractors bidding for public work tend to restrain the natural rivalry and
competition of the parties, and thus produce a result disadvantageous to the
public, are against public policy and are void.

No. 7:
Wood contracted with Long, a shirt-maker, for 1000 shirts for men. Long
manufactured and delivered 500 shirts which were paid for by Wood, who at
the same time notified Long that he could not use or dispose of the other 500
shirts and directed Long not to manufacture any more under the contract.
Long proceeded to make up the other 500 shirts, tendered them to Wood, who
refused to accept, and Long then sued for the purchase price. Could he recover?
Answer:
Long could not recover the purchase price, for title to the shirts had not
passed at the time of repudiation. Where, as here, the goods are still to be
manufactured when the buyer repudiates the contract, the buyer cannot be
held for any greater damages than the seller would have suffered if he had
done nothing towards carrying out the contract of sale after receiving notice
of the buyer’s repudiation or countermand. The profit the seller would have
made if the contract had been fully performed should be considered in esti
mating the damage suffered by the seller.
PARTNERSHIP

Answer one of the following two questions:
No. 8:
Barr and Nelson, co-partners, received in the course of business a note made
by Nash. Barr endorsed the note in the firm name. The note not being paid
at maturity was protested by the holder and notice given to Barr. In a suit
against Barr and Nelson as endorsers, Nelson defended on the ground that he
had not had notice. Was his defense good?

Answer:
Nelson’s defense was not good. Notice to one of the partners is notice to all.

No. 9:
Bigelow engaged the services of Ely to manage a public garage owned by
Bigelow. A written agreement was entered into under which Bigelow agreed
to pay Ely a salary of $45 a week and 15% of the net profits of the business.
Did the agreement constitute Bigelow and Ely as partners?

Answer:
The agreement did not make Bigelow and Ely partners. A contract for the
remuneration of an agent or person engaged in a business by a share in the
profits of the business does not of itself make the servant or agent a partner
in the business.
CORPORATIONS

Answer one of the following two questions:
No. 10:
Explain the meaning of the words “ultra vires” as applied to corporations,
illustrating by an example, actual or fictitious.
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Answer:
The term “ultra vires” as applied to corporations means any act of a cor
poration which the corporation is not authorized to do either by its express
or implied powers. For example, a corporation organized to carry on a general
hardware business can not engage in a grocery business.

No. 11:
In what circumstances, if at all, has a corporation power to purchase its
own stock?
Answer:
In the absence of constitutional, statutory or charter restriction, by the weight
of authority in the United States a corporation may purchase and hold shares
of its own stock provided that the corporation in making such purchase is
acting in good faith and that the consideration paid is not unequal or dispro
portionate to the value of the stock, that the corporation is solvent and not
contemplating or in process of dissolution, and that the rights of creditors and
non-assenting stockholders are not adversely affected. To be valid against
non-assenting parties the purchase must be by authority of the directors,
although officers of the corporation may purchase without that authority
so far as consenting parties are concerned.
BANKRUPTCY

Answer the following question:
No. 12:
Outline briefly the principal steps in a bankruptcy proceeding.

Answer:
The first step in a bankruptcy proceeding is the filing of either a voluntary
or an involuntary petition. The next principal step is the adjudication. Upon
the adjudication of the bankrupt a creditors’ meeting is called, over which the
referee presides. The bankrupt must appear at this meeting to be examined
by any parties in interest who desire to examine him. The creditors present
their claims to the referee. A trustee is elected by the creditors by a majority
in numbers and amount of claims. He takes title to the bankrupt’s assets and
administers his estate. Within twelve months after the adjudication and not
before one month after the adjudication, the bankrupt must file his application
for a discharge. The court grants or refuses the discharge after hearing any
objection that may be made thereto.
INCOME TAX

Answer both the following questions:
No. 13:

What is earned income as defined by the income-tax law of 1924 and what is
its application under the law?
Answer:
Earned income means wages, salaries, professional fees and other amounts
received as compensation for personal services actually rendered. If the tax
payer is engaged in business in which both personal services and capital are
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material income-producing factors, a reasonable allowance as compensation
for the personal services rendered by the taxpayer not in excess of 20 per
cent. of his share of the profits of such business is considered earned income.
In no case is more than $10,000 considered earned income. The tax is credited
with 25 per cent. of the amount of the tax which would be payable if earned
income constituted the entire income.

No. 14:
On January 10, 1923, A purchased stock of a certain corporation for $10,000.
On August 15, 1923, he received dividends amounting to $1,200, all of which
were paid out of earnings of the corporation accumulated prior to March I,
1913. In December, 1923, A sold the stock for $8,000.
(A) Was the dividend of $1,200 taxable?
(B) What was A’s deductible loss on the sale of the stock?
Answer:
(A) No, because out of earnings prior to March 1, 1913.
(B) Eight hundred dollars. The dividend is considered a return of so much
principal.

COMMERCIAL LAW
May 15,1925, 9 a. m.

to

12.30 p.

m.

(Each satisfactory answer is entitled to 10 points')
NEGOTIABLE INSTRUMENTS

Answer three of the following four questions:
No. 1:
A delivered to B the following instrument: “Jan. 5th, 1925. One month
after date I promise to pay to B, seven hundred fifty dollars” (Signed) “A”.
B endorsed the instrument in blank before maturity and delivered it to C for
value. When due, A refused to pay and C sued B. Could C recover?

Answer:
C could not recover as upon a negotiable instrument because it is not to the
order of B.

No. 2:
Burns lent a sum of money to Atkins, but at a usurious rate of interest.
He took a note payable to bearer for the amount of the loan and interest.
Burns then sold the note to Wilson but endorsed “Without recourse”. Wilson
could not recover the face amount of the note from Atkins because of the usury
and so attempted, by suit, to recover from Burns, the endorser. Could he
recover?
Answer:

Yes, Wilson could recover from Burns, the endorser, even though Burns
endorsed without recourse. One who endorses without recourse disclaims
responsibility for ordinary failure to pay the note, but he does warrant that
the note is genuine and in all respects what it purports to be. If the note is
illegal because of usury it is not what it purports to be and the qualified
endorser can be held.
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No. 3:
A entered into an agreement to purchase certain shares of stock of the X Y
Company, the agreement providing for the giving of a note for the amount
of the deposit on the signing of the contract. The agreement further gave A
the right to cancel his agreement to purchase on notice to the X Y Company.
A gave the note. The X Y Company induced C to endorse the note as an
accommodation and the note was thereupon discounted at a bank. A duly
cancelled his purchase agreement but the note was not returned. On maturity,
as neither A nor the X Y Company paid the note, C did so and the note, en
dorsed in blank, was turned over to him. C sued A on the note. Could he
recover?
Answer:

C, the accommodation endorser, could recover from A.
The note was negotiable. The fact that by a separate agreement the note
was not to be payable absolutely does not make the note non-negotiable. The
bank by discounting the note became a holder in due course and therefore cut
off the defense that A had because of his agreement with the corporation.
When the endorser paid the note upon default of the maker, he stepped into
the shoes of the holder in due course, whom he paid.
The fact that C became an endorser at the request of the corporation rather
than at the request of the maker is immaterial here, for the maker by putting
the note in circulation invited an endorsement thereof, and that invitation
when accepted created a privity of contract between the maker and the en
dorser.

No. 4:
You are the holder of a negotiable promissory note endorsed in blank by
John Jones. How would you transfer the note so as not to become liable as a
party to it, as a guarantor of its genuineness or as to prior parties?
Answer:
In order to transfer a negotiable promissory note so as not to become liable
as a party to it or as a guarantor of its genuineness and the contractual capacity
of all parties, it would be necessary to do the following: Endorse the note with
out recourse and obtain from the purchaser an agreement to the effect that he
takes the paper at his own risk absolutely. It would perhaps be best to have
this agreement placed upon the instrument itself, although it has been held
competent to show such an agreement by parol evidence where the endorse
ment is without recourse.
CONTRACTS

Answer two of the following three questions:

No. 5:
Hecht purchased from McCormick a team of horses for $650, a set of double
harness for $185 and a wagon for $75. Before delivery the harness was stolen.
McCormick tendered delivery of the team and wagon, but Hecht refused to
accept and pay for them on the ground that McCormick could not deliver the
harness also. Was Hecht correct in his position?
Answer:
Hecht was correct in his contention. The rule that a party who has failed
fully to perform his contract can not recover for part performance applies only
to entire and not to severable contracts which are in legal effect independent
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agreements about different subjects, although made at the same time. In
determining under which of the above two classes a contract falls the intention
of the parties must govern.
Where, as here, the subject matter of the sale is regarded by the parties as
being in the nature of one entire thing, the contract is entire although such
goods consist of separate items and are priced separately.
The fact that the consideration was expressly apportioned among the three
articles has been held sometimes to be indicative of an intention that the con
tract should be severable.
Here, however, it seems apparent from the very nature of the articles which
were to be purchased that the contract was intended by the parties to be an
entire one and not a severable one, and so it would seem that the position taken
by Hecht is correct.

No. 6:
A entered into a contract to erect a house for B at a cost of $10,000. During
construction, A notified B that the price of a certain material called for by the
specifications had advanced so that it could not be used unless B would agree
to pay $600 more. B agreed, but when the house was completed refused to
pay the extra $600, so A brought suit. Did B have a defense?
Answer:
B has a defense. A was already legally bound by contract to erect the house
for $10,000 and there was therefore no consideration to support the promise to
build the house for $10,600.

No. 7:
Smith contracted to sell to Jones certain goods of specific quality to be
delivered by truck to Jones’ place of business on March 10, 1925. On that
date Smith delivered the goods and Jones paid for them. At the date of
delivery the goods were of considerably higher market value than the price
under the contract. The next day Jones found the goods were not as specified.
He, Jones, then returned the goods, notifying Smith that he rescinded the
contract, and replaced them by purchasing other goods in the open market.
Jones subsequently sued Smith to recover the amount he had paid to Smith and
also the amount he had been compelled to pay above the contract price in
order to purchase in the open market. What did Jones recover?
Answer:

With full knowledge of all the facts, Jones made his election to rescind the
contract, and he is bound by his election to rescind and can not thereafter
affirm the contract and sue for its breach. Therefore he can not recover
damages for the breach of contract.
The implied obligation of the parties to restore everything of value received
under the contract remains and may be enforced after the rescission, however,
so Jones could recover the amount paid under the contract.
PARTNERSHIP

Answer one of the following two questions:

No. 8:
State the rule for the marshaling of assets and payment of firm and indi
vidual debts where a copartnership becomes insolvent, the members thereof
having personal assets and individual creditors.
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Answer:
The general rule for the marshaling of assets and payment of firm and in
dividual debts where a copartnership becomes insolvent, the members thereof
having personal assets and individual creditors, is as follows: The firm assets
are to be applied in the first instance to the payment of firm debts, and the
assets of the individual partners to the payment of their individual debts.

No. 9:
To what extent is a partner liable to his copartners for losses incurred in his
conduct of partnership transactions?
Answer:

The expenses and losses of a partnership are to be borne by the partners in
the same proportion in which they are to share the profits unless they contract
for a different proportion. Even where a partnership loss is occasioned by the
conduct of one partner without the participation of the others, it will not be
charged to him but will be borne by the firm in the absence of fraud, culpable
negligence or bad faith on his part.
CORPORATIONS

Answer one of the following two questions:

No. 10:
A meeting of the board of directors of the Z corporation was called to con
sider the issuance of bonds. A, one of the directors, did not attend but gave a
proxy to F authorizing F to attend in his place. Was this proper and could F
attend and act at the meeting?
Answer:

F could not attend and act at the meeting for he was only a proxy. A di
rector must attend the meetings of the board and act in person. The obvious
reason for this is that he is obligated to use his individual judgment with re
spect to matters coming up before the meeting of the board in order to further
the interests of the corporation. Such individual judgment can not be exer
cised by a proxy.

No. 11:
The Z corporation had a board consisting of fifteen directors. It adopted a
by-law authorizing the board to appoint a committee of five of its members
with authority to act whenever the board was not in session or could not be
convened. This committee at one of its meetings authorized the sale of a bond
and mortgage held by the corporation. Subsequently the assignment of the
bond and mortgage, executed in accordance with the authorization, was
attacked on the ground that it was not the act of the corporation, it not having
been authorized by the whole board at a board meeting. Was the claim made
correct?
Answer:
The claim made was not correct. In the final analysis the determination of
the affairs of a corporation rests with its stockholders and arises from their
power to choose a governing board of directors. Unless a local statute stands
in the way, the stockholders may authorize the board of directors to delegate to
an executive committee authority to act when the board is not in session and to
do the acts that the board might do if the board were in session. The execu
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tive committee in this way derives the authority from the stockholders through
the board of directors.
This is true even though the powers delegated by the board are discretionary
powers.
BANKRUPTCY

Answer the following question:
No. 12:
Explain the difference between a trustee in bankruptcy and a receiver in
bankruptcy.

Answer:
A receiver is a person appointed by the court upon application of parties in
interest when the court finds it is absolutely necessary for the preservation of
the estate to take charge of the property of the bankrupt after the filing of a
petition and until it is dismissed or the trustee qualifies. The receiver does not
take title to property or administer the estate of the bankrupt. The character
of the function of a receiver is purely preservative.
The trustee is a person elected by the creditors after the adjudication to take
title to the bankrupt’s estate and to administer it. The function of the trustee
is administrative as distinguished from the preservative character of the
function of the receiver.
INCOME TAX

Answer both the following questions:

No. 13:
A purchased an apartment house in 1921. A never received any income
from the property; in fact, it never produced sufficient revenue to pay for the
cost of running it. He sold the property in 1924 at a price lower than that he
paid for it. You are called upon to prepare A’s income-tax return for 1924.
Upon examining his returns for prior years, you find that no depreciation was
ever deducted by A in regard to the apartment house property, A explaining
that as there was no income from the property to serve as the basis of a reserve
fund for depreciation, he had never taken any. How would you compute A’s
loss on the sale and should any action be taken with reference to the returns
for prior years?

Answer:
Depreciation does not depend on income. Amended returns should be
made for prior years taking depreciation as a deduction. In computing the
loss the purchase price should first be reduced by depreciation from 1921 to
1924.

No. 14:
A was the owner of a majority of the capital stock of the M corporation; in
fact, he held all the stock with the exception of a few shares. He was also the
president of the corporation and the directors voted him a salary of $20,000 per
annum. The corporation deducted the $20,000 from its 1922 return as com
pensation paid. Upon audit of the return the commissioner of internal
revenue refused to allow the full $20,000 deduction and reduced it to $16,000.
Has the commissioner such power and, if so, in what circumstances?
Answer:
The commissioner may disallow the salary of the president as a deduction to
the corporation to the extent that such salary is unreasonable.
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Correspondence
ACCOUNTANTS AND THE LAW
Editor, The Journal of Accountancy:

Sir: I believe that you should be complimented for having acquired for pub
lication the article by Harold Dudley Greeley, The accountant's duty to un
cover questions of law. The time is propitious to bring this matter forcibly
to the attention of the profession. In my experience in public accounting,
extending over fourteen years, I have found the knowledge of law of paramount
importance to the accountant. In ordinary audits these points arise, even
though the auditor may not be aware of them. For example, accountants
practising in New York frequently find officers who are also stockholders owing
money to the corporation or having drawing accounts on the books of the cor
porations. It behooves the accountant in this case to call the attention of his
client to section 59, article 6, of the stock corporation law (as amended in 1923)
stating:

“No loan of moneys shall be made by any stock corporation, except a mon
eyed corporation, or by any officer thereof out of its funds to any stockholder
therein, or shall any such corporation or officer discount any note or other
evidence of debt, or receive the same in payment of any instalment or any part
thereof due or to become due on any stock in such corporation, or receive or
discount any note, or other evidence of debt, to enable any stockholder to
withdraw any part of the money paid in by him on his stock.”
Moreover, the rules of evidence have now become prerequisite to practice
before the United States board of tax appeals.
I commend Mr. Greeley’s idea of fixing fees on the principle of “quantum
meruit ” in preference to per-diem rates. I have followed this principle for the
last few years although it was not possible, in every instance, to eliminate the
per-diem basis.
There are, of course, limitations to the accountant’s use of his legal knowl
edge. Mr. Greeley properly expounds these limitations and the practitioner
should carefully read this phase of his elucidating article.
Yours truly,
Henry Varay.
New York, July 7, 1925.
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MOTOR BUSES
Accounting
Stocks, Carl W. Set-up for Determining the Investment in Plant and Equipment
Bus Transportation, July, 1925, p. 331-7.

MOVING PICTURES
Accounting
Business Side of Motion Pictures; Reprinted from the Wall Street Journal,
May 13-16, 1924. New York, Wall Street Journal, 1924. 14 p.
Contents: Distribution of Moving Pictures by L. W. Boynton; Ratio of Depreciation
Corresponds to the Expected Returns from Rentals, but It Is Made Irrespective of
These Returns; Movie Industry Adopting Budget by L. W. Boynton; Movie Net
Profits About 15% of Gross by L. W. Boynton.

Chantrey, W. H.

Cinema Accounts.

Accountant, June 6, 1925, p. 904-6.

MUNICIPAL
Accounting
Pearce, Stanley. Non-county Borough Accounts.
1925, p. 1002-6.

Accountant, June 20,

PAINT, VARNISH, ETC.
Cost accounting
Gillies, Don. Practical Cost Accounting System for Paint Factories.
merce Journal, December, 1924, p. 21-4.

Com

POWER PLANTS
Cost accounting
Polakov, Walter N. Allocating Power Costs to Product.
Administration, June, 1925, p. 553-6.
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Current Literature
PRICES

United States. Labor Statistics, Bureau of. Retail Prices 1913 to December
1923. Washington, Government Printing Office, 1925. 186 p. (Bulle
tin No. 366.)
United States. Labor Statistics, Bureau of. Wholesale Prices 1890 to 1923.
Washington, Government Printing Office, 1925. 270 p. (Bulletin No.
367.)

PROFITS
Silvester, Reginald F. What Are Profits? to be cont.
May, 1925, p. 347-56.

Public Accountant

PUBLIC UTILITIES
Stores systems
Campbell, K. C. Public Utility Storekeeping.
June 27, 1925, p. 1018-9.

Electric Railway Journal,

RAILROADS
Accounting
McNeil, John C. Eliminating Curves in the Accounting Department. Rail
way Review, June 6, 1925, p. 1017-18.
United States. Interstate Commerce Commission. Order at Session of In
terstate Commerce Commission Division 4, on the Day 2d of June 1924; the
Matter of a Uniform System of Accounts to be kept by Steam Roads. 1924.
3 p.

RESERVES AND SINKING FUNDS
Henderson, W. A. Reserve Funds and Reserves, Repairs and Renewals Funds.
Accountant, May, 1925, p. 880-5.

ROADS AND HIGHWAYS
Purdue University. Proceedings, Tenth Annual Road School. Lafayette, Ind.
Purdue University, 1924. 84 p. (Bulletin No. 5, Engineering Extension
Service.)
Contents: Records and Accounts of County Officials by Lawrence F. Orr; Relation of
Cost of Roads to the Traffic by T. R. Agg.

SELLING
Altman, George T. Recording Sales Transactions. New York, Ronald Press
Company, c 1924. 92 p. (Ronograph Library No. 23.)
Metropolitan Life Insurance Company. Establishing Sales Quotas in a Large
Equipment Company. New York, Metropolitan Life Insurance Com
pany, Policyholders’ Service Bureau, 1925. up. (Management Meth
ods No. 2.)

SHOE TRADE
Costs
Nebraska University. College of Business Administration. Committee on
Business Research. Operating Expenses of Retail Shoe Stores in Nebraska
in 1921. Lincoln, Extension Division, University of Nebraska, 1923.
21 p. (Nebraska Studies in Business, Bulletin No. 4.)

STATEMENTS
Financial
Wyatt, Bert I. Financial Statements for the Executive.
December, 1924, p. 13-16, 33-5.

Commerce Journal,

STATISTICS
Young, Benjamin Franklin. Statistics as Applied in Business.
Ronald Press Company. 639 p.

New York,

TAXATION
Needham, Raymond. Income Tax, the Distinction Between Capital and In
come. Accountant, June 6, 1925, p. 917-20.
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TAXATION, UNITED STATES
Income and excess profits
Korner, J. G. Practice before the United States Board of Tax Appeals.
nal of Accountancy, July, 1925, p. 1-14.

Jour

TELEPHONE AND TELEGRAPH
Accounting
United States. Interstate Commerce Commission. Accounting—Order at
Session of Interstate Commerce Commission Division 4, on 8th of January
1925
Matter of Uniform System of Accounts to be Kept by Telephone
Companies. Washington, Government Printing Office, 1925. 4 p.

TURNOVER
Nebraska University. College of Business Administration. Committee on
Business Research. Stock Turnover in Nebraska Retail Stores. Lincoln,
Extension Division, University of Nebraska, 1922. 27 p. (Nebraska
Studies in Business Bulletin No. 1.)
Stiles, James F. Inventory Turnover. Manufacturers’ News, July 4, 1925,
P- 5, 23.

WATERWORKS
Accounting
Crowley, C. M. Up-to-date Water Works Accounting System.
and Contracting, June 10, 1925, p. 1279-82.

Engineering

WORKMEN’S COMPENSATION
Ackerman, Saul B. Practice of Workmen’s Compensation Insurance; a Treatise
upon the Necessity for and Development of Workmen’s Compensation Insur
ance Together with Much Information as to Its Practice. New York,
Spectator Company, 1925. 196 p.

Addresses of periodicals
Accountant, 6 Kirby Street, London, E. C. 1, England.
Accountants’ Journal, 6 Kirby Street, London, E. C. 1, England.
Accountants’ Magazine, William Blackwood & Sons, Edinburgh, Scotland.
Accounting, Commerce and Insurance, Accountancy and Educational Publications, Ltd.,
Wellington, New Zealand.
American Appraisal News, American Appraisal Company, Milwaukee, Wis.
Australasian Accountant and Secretary, Aberdeen House, 528-30 Collins Street, Melbourne,
Australia.
Balance Sheet, Third and Vine Streets, Cincinnati, Ohio.
Brick and Clay Record, 407 South Dearborn Street, Chicago, Ill.
Bus Transportation, 10th Avenue and 36th Street, New York, N. Y.
Business Organisation and Management, 2-6 West 45th Street, New York, N. Y.
Commerce Journal, Transportation Building, Los Angeles, Calif.
Commonwealth Journal of Accountancy, 59 William Street, Melbourne, Australia.
Cost Accountant, 6 Duke Street, London, S. W. 1, England.
Dry Goods Economist, 239 West 39th Street, New York, N. Y.
Electric Railway Journal, 10th Avenue and 36th Street, New York, N. Y.
Engineering and Contracting, 151 West 42nd Street, New York, N. Y.
Factory, Cass, Huron and Erie Streets, Chicago, Ill.
Gas Age-Record, 52 Vanderbilt Avenue, New York, N. Y.
Indian Accountant, Nisbet Road, Lahore, Punjab, India.
Industrial Management, 34 Bedford Street, Strand, London, W. C. 2, England.
Journal of Electricity, 883 Mission Street, San Francisco, Calif.
Journal of the Department of Agriculture of Victoria, Director of Agriculture, Melbourne,

Journal of the American Waterworks Association, 153 West 71st Street, New York, N. Y.
Management and Administration, 15 East 26th Street, New York, N. Y.
Manufacturers’ News, 231 South La Salle Street, Chicago, Ill.
Pittsburgh Accountant, State Theatre Building, Pittsburgh, Pa.
Public Accountant, 77 King Street, Sydney, Australia.
Railway Review, 537 S. Dearborn Street, Chicago, Ill.
South African Journal of Industries, P. O. Box 373, Pretoria, South Africa.
Trust Companies, 55 Liberty Street, New York, N. Y.
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How L. B. Statistical
Service records and tabulates business
facts with speed, accuracy and economy
Library Bureau’s Statistical Service Division offers a com
petent, reasonable service to research bureaus, accountants,
insurance interests and general industry.

This Division will record and tabulate all kinds of statistics
for you. Its experienced corps of operators in conjunction
with large batteries of tabulating and calculating machines
insure a very flexible service.

Five Advantages To You
1—It meets the present and 2—It saves the expense of spe
ever-increasing demand for cialized departments dealing
more accurate and prompt largely in periodic accounting
analyses of your business.
activities.
3—It eliminates leasing or buy 4—It offers a decidedly expe
ing machines whose operation ditious service because of the
is not reasonably continuous. Division’s size and flexibility.
5—It brings you more accurate sta
tistics in less time—at less expense.

Typical of some of the work this service has rendered its
clients are: expense and cost distribution; sales analyses; cost
ing and price revisions; computing bank interest; tabulating
advertising questionnaires and research data; insurance sta
tistics and current and periodic analyses of all kinds.

To the executive interested in the economical compilation
of his vital business statistics, we will gladly send a copy of
“Recorded Experience”. Write to the nearest branch listed
below for a copy of this book.
Statistical Service Division

Library Bureau
New York, 380 Broadway
Boston, 89 Federal St.
Chicago, 214 W. Monroe St. Montreal, 27 Board of Trade Bldg.
Philadelphia, 910 Chestnut St. Detroit, 2210 Park Ave.
Toronto, 215 Richmond St. West

When writing to advertisers kindly mention The Journal of Accountancy
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The Accountants’ Index
and Supplement
The Key to Accounting Literature

VOLUME 1

SUPPLEMENT

All references to and includ
ing 1920. Size 6" x 9".
Pages 1578. Published 1920

All references from 1920 to
July, 1923. Size 6" x 9".
Pages 599. Published 1923

THESE two volumes, prepared by the Librarian
of the American Institute of Accountants, and pub
lished under the American Institute of Accountants
Foundation, clearly and simply point to the sources
from which information on any accounting or related
subject may be obtained.
The original edition and the Supplement—a total of
over 2000 pages—may be obtained at $15.00 for the two
volumes. Price of the Supplement alone is $5.00.

The American Institute of Accountants
135 Cedar Street, New York
When writing to advertisers kindly mention The Journal

of

Accountancy
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Dixon’s “Eldorado” is a pop

Send for Free Samples

ular pencil among accountants
because its smooth, rugged
lead really does help to save
precious minutes. The HB
“Eldorado” is just right for
figuring time costs and for all
general accounting work.

Write for full-length free samples of
Dixon’s “Eldorado” and Dixon’s
“Best” Colored Pencils. Both are
supreme in their field.

DIXON’S

ELDoraDO
“The Master Accounting Pencil”

JOSEPH DIXON CRUCIBLE COMPANY
Pencil Dept. 117-J
Jersey City, N. J.

BOUND VOLUMES
of

The Journal of Accountancy
Volume XXXIX
JANUARY, 1925 —JUNE, 1925
$4.00 a Volume.
To avoid disappointment orders should
be sent at once.

THE JOURNAL OF ACCOUNTANCY, Inc.
135 CEDAR STREET, NEW YORK

When writing to advertisers kindly mention The Journal of Accountancy

XT

XII

THE JOURNAL OF ACCOUNTANCY

ACCOUNTANTS
Write Today for Our Big Catalog of Loose Leaf Supplies

Our General Catalog—One hundred and fifty pages
of accounting forms and devices.

The Tarco Loose Leaf Directory illustrates, prices and de
scribes the largest selection of standardized systems, record
keeping forms and machine bookkeeping equipment we
have ever offered the accounting profession. Invaluable
as an aid to the accountant in selecting the exact forms
required.

Accountants’ Analysis and Work Sheets
Tarco Analysis Sheets are tough and durable, permit of fast accurate work, relieve eye strain and offer
a wide selection. Save money on your own as well as your clients’ supplies.
SAMPLE ANALYSIS SHEETS SENT ON REQUEST

TALLMAN, ROBBINS & COMPANY, 324 West Superior St., Chicago, III.

CLASSIFIED ADVERTISEMENTS
____________________ HELP WANTED____________________

Help Wanted
Salaried positions $2,500 to $25,000 upward; executive, tech
nical, administrative, engineering, manufacturing, professional,
managing, financial, etc., all lines. If qualified, and receptive
to tentative offers, you are invited to communicate in strict
confidence with the undersigned, who will conduct preliminary
negotiations. A method is provided through which you may
receive overtures in confidence, without jeopardizing present
connections, and in a manner conforming strictly to profes
sional ethics. Established 1910. Send name and address only
for preliminary particulars. No obligation. R. W. Bixby,
Inc., 513 Lockwood Building. Buffalo, N. V.
SITUATIONS WANTED________________

Certified Public Accountant
American Institute Examination, desires to make connection
after August 1st with mining corporation or well-established
firm of certified public accountants as accountant, or auditor.
Six years’ public accounting experience, ten years with coal
mining companies. Married. Age 34. Protestant. Loca
tion Northwest, Idaho, Utah or Montana. Salary $5,000.00.
Box 688, care of The Journal of Accountancy.

Certified Public Accountant
at present engaged in public practice in New England desires to
connect with large firm in New York City. Can be available by
October 1st. Member of both societies. Box 689, care of
The Journal of Accountancy.

Certified Public Accountant
(Massachusetts), desires permanent connection as General
Auditor, Executive Accountant or similar position, by or before
November 1st. Several years’ public accounting experience;
more recently a senior field examiner of consolidated corpora
tions U. S. Treasury Department, Washington. Would con
sider permanent employment with firm of public accountants
not requiring continuous travel. Age 38. Box 692, care of
The Journal of Accountancy.

An Opportunity Wanted
with accounting firm offering opportunity of advancement and
favorable to applicant’s desire to qualify for Certified Public
Accountant examinations. Married, thirty-three years of age,
a diversified accounting experience including public accounting’
This with applied study of the theory of accounts has provided a
very thorough knowledge of the work. Prefer position in or
near Indianapolis or Chicago but would go any place. Box 693,
care of The Journal of Accountancy.

Certified Public Accountant
(N. J.) Age 28, seeks position with firm of public accountants
located in New York City or vicinity. Salary requirement
moderate. Box 694. care of The Journal of Accountancy.

Certified Public Accountant
by Institute examination, age 35. married, desires position with
corporation located in middle west as executive accountant,
auditor, or comptroller. Experienced in all forms of taxation,
costs, systems and organization control as related to the natural
resources such as oil, grain, lumber and coal. Would consider
connection with reputable firm of public accountants or engi
neers. Minimum salary $4500.00. Box 695, care of The
Journal of Accountancy.____________________________

Certified Public Accountant
with exceptional practical experience desires an appointment with
responsible accounting concern. Available immediately, salary
moderate. Box 699, care of The Journal of Accountancy.

___________________ MISCELLANEOUS________ __________

Office and Desk Space
with complete service and all office requirements of an account
ant, or other professional business men. Mail Address, $2.00;
Mail and Telephone Service $5.00; Desk Service including
mail and telephone, $7.50 and up a month. Our telephone
number, Stuyvesant 8300, includes ten trunk lines. H. W. A.
Service Co., Inc., 32 Union Square, New York City.

Los Angeles, California and Florida Readers
Correspondence is invited with Public Accountants by a Certi
fied Public Accountant (New York) with a view to join them in
the capacity of supervising accountant in the field, editor or
reports, manager, etc. Los Angeles, California, or Florida pre
ferred. Eighteen years’ proved practical professional experi
ence with chartered and certified public accountants in the
states of New York, Illinois, Minnesota, Kansas and Oklahoma
on many classes of work, and in complete charge, reporting on
same. Member American Society of Certified Public Account
ants, registered with Treasury Department and U. S. Board of
Tax Appeals. Highest testimonials as to ability, honesty and
standing. Kindly reply in some detail. Box 690, care of The
Journal of Accountancy.

Certified Public Accountant
(New York and New Jersey.) Institute member, wishes to form
partnership with practising Certified Public Accountant in
order to develop larger clientele and cover greater territory.
Preferable location. New York, Philadelphia, or the middle west.
Box 691, care of The Journal of Accountancy.

Certified Public Accountant
(New York) practising several years, with small but good
clientele, and excellent prospects, would consider partnership
association with firm or individual. Box 696, care of The
Journal of Accountancy.

Will Purchase Public Accounting Practice
Desire to purchase a public accounting practice in San Fran
cisco, Los Angeles or Oakland, California. Please state number
of clientele, approximate yearly fees, price desired, terms and
length of time willing to remain with business. Box 697, care
of The Journal of Accountancy.

Bookkeepers — Accountants
Wanted in Hotels. $175 to $450 a month. Nation-wide
demand for bookkeepers, auditors, cashiers, accountants, pay
masters. Through our simplified home-study plan we train you
to specialize in hotel accounts, and put you in touch with highsalaried positions. Write for free booklet. LEWIS HOTEL
TRAINING SCHOOLS, Suite A-Z906, Washington, D. C.

Accountancy School for Sale
Arthur M. Loomis, C. P. A., member of American Institute of
Accountants, owner of Accountants Educational Institute, Inc.,
established in Los Angeles 10 years, desires to devote entire time
to accounting practice and will sell school at very special price.
School owns complete copyrighted higher accountancy text
matter equal to any in use in U. S.; specially adapted to corre
spondence use. Splendid opportunity for reliable school man
to locate in Los Angeles and develop Pacific Coast business.
For complete information write A. M. L., 633 Loew’s State
Bldg., Los Angeles, California.

INTRODUCTION TO
ACTUARIAL SCIENCE

DUTIES OF THE JUNIOR
ACCOUNTANT
By W. B. REYNOLDS and F. W. THORNTON

By H. A. FINNEY

7x5 inches; 107 pages

Published under the Endowment Fund of
the American Institute of Accountants
A WORK that every accountant and
student of accountancy should possess
and study.
BECAUSE of the desire of many ac
countants and students for informa
tion on this subject, Mr. Finney, edi
tor of the Students’ Department of
The Journal of Accountancy, has
written this book consisting of 101
pages, 5x7 inches, printed in large
type and bound in cloth.

THE TEXT of “Introduction to
Actuarial Science” consists of articles
which appeared in The Journal of
Accountancy and solutions of all
problems in actuarial science con
tained in the examinations of the
American Institute of Accountants
up to and including May, 1920.

INTEREST, single investments, an
nuities, leasehold premiums, bonds and
depreciation are discussed in a clear
and concise manner.

THIS WORK should appeal not only
to the accountant but to many busi
ness men.
Price $1.50 delivered in the
United States of America

This work tells what is expected of the
beginner and of the more experienced
junior accountant. It is an aid to learn
ing what to do and how to do it.
A fund of advice and suggestion is
afforded the reader on:
Keeping auditor’s records.
Beginning work on assignments.
Verification of bank balances, cash on
hand, etc.
Checking footings.
Vouching entries.
Checking accounts carried in foreign
currency.
Verification of securities.
Taking trial balances.
Vouching capital assets and additions
thereto.
Liabilities not taken up.
Exhibits.
Conduct in clients’ offices.
Utilizing waiting time.
Care of papers.
Care of clients’ books and records.
Matter to be included in reports.

First published in book form in Feb
ruary, 1918, this book’s popularity has
been consistently maintained. It is now
in the fourth printing.
Price, in Cloth Board Binding, $1.00

AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street

PUBLISHED UNDER THE ENDOWMENT FUND OF
THE AMERICAN INSTITUTE OF ACCOUNTANTS

New York

THE AMERICAN INSTITUTE OF
ACCOUNTANTS
135 Cedar Street

THE RUMFORD PRESS
CONCORD

New York

Pace Institute educates men and women in
accountancy. By day-time
and evening instruction in
residence, and by correspondence instruc
tion in its Extension division, it paves the
way for worth-while success in account
ancy practice or in executive employment.
Registration can now be made for classes forming for
early fall study in the New York resident school,
as follows:

Day-time Division:
Monday, September 14, at 9:15 A.M.
Evening Division:
Monday, August 17, at 6 P.M.
Monday, September 14, at 8:05 P.M.
Enrolment may be made at any time in the Extension Division
for one month’s trial instruction for $7—there is no obligation
to continue. Write to The Registrar for information with
respect to this trial offer in the Extension Division or to the
work of the Resident classes.
The Institute Bulletin and a helpful vocational booklet are available upon
request. Visitors are always cordially welcomed at the Institute.

Pace Institute
30 Church Street

New York City

